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provided a handout, a copy of which is attached hereto as Exhibit A, (all dates on submitted 
materials have been redacted), this handout material is numbered POL 03771 through POL 
03783. This handout, Exhibit A, bears a printed date thereon (redacted) at page marked POL 
03771, which shows the date that the meeting took place, a date prior to December 13, 1993. In 
further support of the date of this said meeting, attached hereto as Exhibit B, document no. POL 
05667, is a copy of two pages from my personal calendar. In my writing there is displayed on 
the left side a morning entry, showing my "9:30" meeting (third party name and meeting location 
redacted) which date, printed on my calendar (redacted), is prior to December 13, 1993. This 
corroborates the date on the handout and the date the meeting took place prior to December 13, 
1993. Other writings on this Exhibit B sheet reflect my notes of the parties in attendance at the 
meeting. 

4. On another date prior to December 13,1 993, 1 made another confidential presentation to 
another third party regarding said invention "Physicians' Online." In support for that 
presentation, I provided a handout, a copy of which is attached hereto as Exhibit C. This 
handout material is numbered THB12195 through THB 12206. This handout, Exhibit C, bears a 
printed date thereon (redacted) at page marked THB 12195, which shows the date that the 
meeting took place, a date prior to December 13, 1993. This corroborates the date the meeting 
took place prior to December 13,1 993. 

5. On another date prior to December 13, 1993, 1 made another confidential presentation to 
another third party regarding my said invention "Physicians' Online." In support for that 
presentation, I provided a handout, a copy of which is attached hereto as Exhibit D. This 
handout material is numbered THB 08060 through THB 08072. This handout, Exhibit D, bears a 
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pnnted date .hereon (redacted) a, pa g e marked THB 08060, which snows the date that the 

m ee, ingt „o kp ,a C e,ada te p ri o rl o D ece mb e rl 3, 199 3. Th.s ^borates the da,e the mee, mg 
took place pnor to December 1 3, 1 993. 

6- On another date prior to December 13 1 QQ3 t a 

cember 1 3, 1 993, 1 made a confidential presentation to a third 

party regardmg my said mvention "Physicians' Online." 1„ support for that 

' bU PPon tor that presentation, I 
provided a handout, entitled Business Summary PHASE 1 M^- , v 

mary rWASE 1 Medical Knowledge Management 

wh,ch is aaacned hereto as Exh.bi, E, hav,n g doc Um en, numbers P0L 0n9Q ^ pQL ' 

03290, which shows the da,e tha, the tnee,in g , ook place, a da,e p rior t0 December 
Thts corrobora.es ,he da.e ,he meeting <oo k place prior ,o December 13 , 1993. 

On anolher dale prior to Decemher 1 1 rooj i ., 

Decembers, 993, 1 made a confidential presentation to a third 
pany re g ard,„ 8 my sai d mvention .. Pnysicians , 0n|jnc „ fa ^ ^ ^ j 

attached hereto as Exhibit P, hav.„ g document numbers POL 0 2223 thro ug h POL 0 2 30, This 
handout, Exhibit F, bears a printed date thereon (redacted) at pa g e marked POL 02 22 3 which 
shows the date tha, the meeting ,„ ok place , . date prior 1o December ^ , ^ ^ 
corroborates the da.e the meeting took piace prior to December 1 3, , 993. 

8- 0n another date prior to December 13 1993 Im „j 

mner 13, 1993, 1 made a confidential presentation to a third 

panv regarding m y said invention ^sic.ans- On,me, f„ supporl for lha , , 
provided a handout, entitled P„ ys icia„, Prescribmg Networ k , which is attached hereto as 
Exhtb,, G, having document numbers THB 06006 through 06042. This handout, Exhibit G 
^aprinteddatemereonCredac^atpa.marKedTHB 06006, which shows the date that 
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the meeting took place, a date prior to December 13, 1993. This corroborates the date the 
meeting took place prior to December 13, 1993. 

9. On another date prior to December 13, 1993, 1 sent a facsimile transmission of at least a 
one page document entitled "Physicians' Online: 5 year Plan," regarding my said invention, 
which is attached hereto as Exhibit H, having document number THB 07125. This document, 
Exhibit H, bears a printed date thereon (redacted) at page marked THB 07125, which shows the 
date of the facsimile transmission, a date prior to December 13, 1993. 

10. All of the handouts and presentations referenced above in paragraphs numbered 3 
through 9 support that my said invention "Physicians' Online," as presently embodied in at least 
claim 70 of the '681 Application, was invented by me, and was conceived by me, prior to 
December 13, 1993. 

11. On a date prior to December 13, 1993, 1 retained a Patent Law Firm to file a patent 
application for my said inventions. From a date prior to December 13, 1993 and up to October 
28, 1994 I continuously and regularly met on numerous occasions with my patent attorney who 
drafted my patent application. During this time I met with my patent attorney approximately two 
days per month at his offices so as to review his progress on this sizeable disclosure and his 
drafts, which I reviewed and edited. As a result of continuous and diligent meetings with my 
patent attorney, a patent application was drafted resulting in the '745 Application, which had 172 
typewritten pages in the specification and having 16 sheets of drawings. The '745 Application 
was filed with 69 claims which included three independent claims. In order to draft this 
application, considerable amount of time was necessary to meet with my patent attorney and 
review each claim as well as to review the entire specification and the drawings and flow charts. 
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^PowerPoint slide show 

presentation produced and «i j • 
declaration for th is - m Am ,.. " M m m > «*lier section 131 

Appltcation was developed by me on a rf„ • 
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• aprescrib ^d™« data cap 

P " ,nn8PreSCribe<i ^ 
document nos. THB 060 1 0 060 n , „ 

0 ^.0 2247 ,0 2248 , 02261i0227i •^"■-060 i , and p OL 
---ee nclosedmaleri ,; 7, '° 2273 ' 03 ^--.03-,03, 5 ,a nd 

• at least one drug an«nt;*- 

g qUant,f5er ca Pture device for caotun , 

^'^^ 

«* e„c,„ sed maleria)s . P ° L ° 2247 - °^8, a„ d 0227) of 

' apa,ie ntc „ nditionda , a cap(ure 

.^^^^-^ 
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* a prescription output screen device too, 
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The success of managed care will probably depend on the ability of these 
organizations to influence physicians' choices in the direction of increased value." 



John K Iglehart. Managed Care. N Engl J Med 1992; 327: 742. 
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Welcome to 




Physicians' Ordine 



A Personal Online Medical 
Information and Communications 
Service for Member Physicians 



(ADVERTISEMENT HERE) 
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Physicians 1 Online is a personalized online medical information and 
communications service dedicated to empowering physicians with the tools 
essential to advance the quality and control the cost of health care through 
informed decision-making. 



Physicians 9 Online ("Company") is an innovative new electronic medium designed to evolve 
into a comprehensive national medical information and communications network servicing 
the entire health care industry. The Company's online information products and 
communication services provide physicians with powerful tools to manage Medical 
Knowledge, Prescriptions, and Patients. Physicians' Online provides a distribution outlet for 
third-party produced information products and services. Physicians' Online also provides 
valuable proprietary information services to other industry participants including managed 
care organizations and the pharmaceutical industry. 

Phase I - Medical Knowledge Management 

Online medical information and communication services which are readily 
accessible and free of charge to member physicians through optional online 
advertising support. The Company has assembled the most powerful, yet user- 
friendly, collection of medical information tools available from leading third-party 
sources. The core information products target three key areas of identified 
information need, including medical literature (MEDLINE), medical diagnosis 
(QMR), and drug information (USP). Physicians' Online is being developed in 
cooperation with msgor medical societies, pharmaceutical manufacturers & 
marketing organizations, hospitals, managed care organizations, and leading 
technology & third-party content providers. 

Implementation: 1993 through 1994 

Phase II - Prescription Management 

Online prescription fulfillment and cost containment programs made possible 
through the use of "Smart Electronic Prescription Pads" (PDAs). This network is 
being developed in cooperation with managed care organizations, hospitals, 
pharmacists, pharmaceutical distributors, leading technology providers, and 
other health-care participants. 

Implementation: 1994 through 1996 

Phase III - Patient Management 

Online patient information for efficient retrieval and transaction processing 
resulting in enhanced clinical and administrative efficiency and cost- 
containment. This network is being developed in cooperation with corporate 
employee benefits programs, private health insurance carriers, out-patient 
laboratories, electronic claims processors, installment credit organizations, 
hospitals, and other health care participants. 

Implementation: 1995 through 1997 

The Company's competitive advantage is based on its ability to attract physician use. 
Founded by practicing physicians with extensive experience delivering practical information 
products to busy clinicians, the Company has developed a market-driven product strategy 
designed to win maximum professional acceptance and use. The Company is establishing 
critical strategic alliances with leading participants in every nugor health care market 
segment. The Company is currently working with several leading content and service 
providers to develop new products and services for this expanding multi-billion dollar market 
opportunity. 
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Physicians' Online: 5 Year Plan 



To empower physicians with the tools essential to advance the quality and 
control the cost of health care through informed decision-making. 





Phase 1 


Phase II 


Phase III 


•Time.'Frame:;^-: : * : 


0-2 yr 


1 -4vr 


3-5yr 


: Essential Tools: 


Medical Knowledge Management 


Prescription Management 


Patient Management 




Physicians' Online 


Pharmacists' Online 
Pharm Reps' Online 
Formularies Online 
Managed Care Online 


National Health Card Network 


Potential 


500,000 physicians 
10,000 pharmaceutical execs 


300,000 physician offices 
100,000 pharmacies 
50,000 drug reps 


250 million patients 
10,000 hospitals 
other health care participants 


Ck»re Markets : 


MEDLINE 
Rx Micromarketing 


Prescription Fulfillment 
Rx Cost-Containment 


Patient Administration Cost- 
Containment Programs 


literKet$l»?$^ 


$50 million/ $7 billion 


>$70 billion 


>$500 billion 


Market Size/MD;i 


$500/ $15,000 


>$150,000 


>$ 1,000,000 




• Clinical Databases 

• Decision-Support Tools 

• News & Financial Services 

• Special Interest Forums 

• other areas of identified need 


• Home Care 

• Managed Care 

• Formularies 

• Pharmacy Network 

• "Electronic Detailing" & Rep Support 


• Electronic Patient Record 

• Outpatient Laboratory Transactions 

• Patient Health Maintenance 


Sou rcetK : ■• 


• Pharmaceutical Advertising 

• Pharmaceutical Mirromarkptinn 
Information 

• Membership & Usage Fees 


• Prescription Processing 

• Mirrnmarlfofrnn Information 

• Membership & Usage Fees 


• Patient Transaction Processing 

• Communication Services 

• Micromarketing Information 

• Membership & Usage Fees 


Competitive;;*.;::/;:; 


• "Medical Info Vending Machines" 

• Sophisticated MD Targeting ("Ad 
Wizard"/ "Smart Ads") 

• Installed Terminals, PDAs, & PCs 

• Computer-Sophisticated Members 

• Medical Society Support 

• Pharmaceutical Industry Support 

• Third-Party Office Systems Support 

• Pharmaceutical Executives' Online 

• User-Friendly Interface 

• Proprietary Text-Retrieval Software 

• Proprietary Psychometric Mktg Data 


• "Smart Electronic Prescription 
Pads" (PDAs) 

• Installed Terminals, PDAs, & PCs 

• Automated Prescriber Assistance 
Programs 

• Proprietary managed care 
applications 

• National Electronic Formularies 

• Prorjrietarv Prpsrrihfir Prnfilinn 

• Patient Prescription Profiles 

• Proprietary Psychometric Marketing 
Data 


• "National Health Card" 

• Instalied-base of diverse POS/PON 
entry-points linking integral industry 
participants 

• Electronic Patient Transactions 
Network 

• Third-Party Office Systems Support 

• Hospital Systems Support 

• vcituicu isomrnunicaiions iinK to 
Physicians 


Strateg \C:y£^>< 
: Al 1 i hccs^ 

: : •■• : '-v : . : : :; * \ 


• Medical & Professional Societies 

• Pharmaceutical Companies 

• Pharmaceutical Marketing Cos 

• Prescription Data Marketing 
Companies (IMS/ MMG/ PMS) 

• Third-party Content Providers (NLM/ 
Camdatf USP) 

• Medical Office System Companies 

• Technology Providers (CompuServe/ 
Sybase/ Conquest/ Coconut/ Apple/ 
Sun/ HP/ Cube) 


• Prescription Fulfillment Companies 
(Medcol 

• Pharmacies/Pharmacist Societies 

• Managed Care Organizations 

• HMOs/PPOs/IPAs 

• Hospital Chains 

• Hospital Formularies 

• Corp Employee Benefits Programs 

• Medical Office System Companies 

• Technology Providers (AT&T/ Apple/ 
EO/ Motorola/ HP) 


• Corp Employee Benefits Programs 

• rnvaie neann insurance earners 

• BC/BS/Medicaid/ Medicare 

• Out-Patient Labs (MetPath/ 
Bioscience/ SKF/ NHL) 

• Outpatient Testing Companies 

• Installment Credit Organizations 

• Electronic Claims Processing & 
Clearing Houses (NEIC/ EDS) 

• Medical Office & Hospital Systems 
Companies 


Critical x*- : -: : >Wi 
t i^hhbfogles^ 


• Systems Integration of existing 
hardware & software technology 

• Packet Data Network technology 

• Simple Text Retrieval Software 

• Third-party Content Development 


• "Personal Digital Assistants" (PDAs) 

• Data network technology 

• Proprietary PDA applications 
development 

• Personal Info Management (PIM) 


• Systems Integration 

• Proprietary patient administration & 
cost-containment applications 
development 

• Cellular data network technology 


lnfyastrurture.:: : ;:;:;.: 


• 150,000 physician members 

• 5,000 hospital members 

• 5,000 hospital-based terminals 

• 5,000 PDAs in Physician Offices 

• 1 50,000 additional POL software 
installations 


• 300,000 physician members 

• 10,000 hospital members 

• 20,000 hospital-based terminals 

• 1 00,000 PDAs in Physician Offices 

• 10,000 mobile PDAs 

• 500,000 additional POL software 
installations 


• 500,000 physician members 

• 10,000 hospital members 
50,000 hospital-based terminals 

• 300,000 PDAs in Physician Offices 

• 400,000 mobile PDAs 

• 800,000 additional POL software 
installations 


Infrastructure $ 


$10,000,000 


$50,000,000 


$250,000,000 


lntra$!mc!$/MO 


$100 


$200 


$500 
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A personalized online medical information & 
communications service dedicated to empowering 
physicians with the tools essential to advance the 
quality and control the cost of health care through 
informed decision-making. 
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Physician as Knowledge Worker 

Problem & Opportunity 
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PHYSICIAN 
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Desk-bound 
Document Processing 



Barriers to Physician Use 

• Price 

• Access 

• Ease of Use 

• Awareness 

• Time 
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Desk-bound 
Document Processing 



Mobile 
Knowledge Processing 
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Physician Market Strategy 




Strategic Alliances 



• Phase by Phase 

Sector by Sector Cooperative Participation 

• Cooperative vs Competitive 

Market Growth vs Market Share 

• Physician "Desktop" Control 

First Mover Advantage 
Physician Use: All or Nothing 
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Keys to Success 



• Physician Membership & Use 

' Marke ™"ven not Technology-driven 

~ Sy^ems Integrator of Exlstlna A i ^ 
- "Phys.can-centr.c" MarKet SuL^y 

Integral Industry Participation 
"First-Mover" Advantage 



"First-Mover" Advantage 




• Existing PC Installed Base 

• MEDLINE Users 

• Sophisticated Users 

• On-Slte Terminal Base 

• "Membership" 

• MD Society Support 

• industry Support 

• Prescrlber-level Targeting 

• Psychometric Data 

• PDA Beta Test 



• iST art Prescri Ptton Pads" 

• PDA Installed Base 

•Prescrlber Assistance Prgm 

• fix Fulfillment Network 

• Managed Care Support 

• Prescription Data 

• "Hearth Card" Beta Test 



• "National Health Card" 

• Cellular Data Network 

• Diverse POS/PON Bate 

• Clinical Data Retrieval 

• Fulfillment Networks 

• fost-Contalnmem Programs 

• Industry-wide Support 
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<o^S^:™** Nation * 
Physicians with tS^^ST!! 0 powering 
quality and control theVost o?h * ? advance 
•nformed decision-making h6a ' th Care th ™9* 
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MMG: 




' Si e &'P t . ionFuJfi "'ne„ t 
• Online FormuJaries 

--Co.parisonwithN!^^ 



• "^art-Ads/AdWizard 

-PrescriberDau Linkages 
"■^ nt ^ Sensit -^ /Dynamic) 

* E-mail 

* fingJe-Sponsor Services 
' Special Programming 

* Psychometric 

- Interactive/Survey 

-Online Behavior SurveiHance 
Ad Interactions 

^tabaselnterations 
incept Indexing 

' Prescription Data 



p ^ a Sam P lin 8F«JfiIlnient 
Pharm Reps' OnJine 
^mpany Forums 
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Christian Mayaud, MD 

Chief Executive Officer 

TerriU Burnett 

Chief Marketing Officer 
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"The success of managed care will probably depend on the ability ... to influence 
physicians' choices in the direction of increased value." 



John K. Iglehart. Managed Care. N Engl J Med 1992; 327; 742. 
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Welcome to 



Physicians' Online 



A Personal Online Medical 
Information and Communications 
Service for Member Physicians 



(ADVERTISEMENT HERE) 
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I - The Executive Summary 



Physicians' Online is a personalized online medical information and 
communications serv.ce dedicated to empowering physicians with the tools 
essential to advance the quality and control the cost of health care through 
informed decision-making. 



Physicians Online ("Company"! is an innovative new electronic medium designed to evolve 
into a comprehensive national medical information and communications network servicing 
the entire health care industry. The Company's online information products and 
communication services provide physicians with powerful tools to manage Medical 
Knowledge. Prescriptions, and Patients. Physicians' Online provides a distribution outlet for 
third-party produced information products and services. Physicians' Online also provides 
valuable proprietary information services to other industry participants including manaeed 
care organizations and the pharmaceutical industry. 

Phase | . Medical Knowledge Management 

Online medical information and communication services which are readily 
accessible and free of charge to member physicians through optional online 
advertising support. The Company has assembled the most powerful, yet user- 
fnendiy, collection of medical information tools available from leading third-party 
sources. The core information products target three key areas of identified 
information need, including medical literature (MEDLINE), medical diagnosis 
(QMR), and drug information <USP). Physicians' Online is being developed in 
cooperation with major medical societies, pharmaceutical manufacturers & 
marketing organizations, hospitals, managed care organizations, and leading 
technology & third-party content providers. 

Implementation: 1993 through 1994 

Phase II - Prescription Management 

Online prescription fulfillment and cost containment programs made possible 
through the use of "Smart Electronic Prescription Pads" (PDAs). This network is 
being developed in cooperation with managed care organizations, hospitals, 
pharmacists, pharmaceutical distributors, leading technology providers, and 
other health-care participants. 

Implementation: 1994 through 1996 

Phase III . Patient Management 

Online patient information for efficient retrieval and transaction processing 
resulting in enhanced clinical and administrative efficiency and cost- 
containment. This network is being developed in cooperation with corporate 
employee benefits programs, private health insurance carriers, out-patient 
laboratories, electronic claims processors, installment credit organizations, 
hospitals, and other health care participants. 

Implementation: 1995 through 1997 

The Company's competitive advantage is based on its ability to attract physician use. 
Founded by practicing physicians with extensive experience delivering practical information 
products to busy clinicians, the Company has developed a market-driven product strategy 
designed to win maximum professional acceptance and use. The Company is establishing 
critical strategic alliances with leading participants in every major health care market 
segment. The Company is currently working with several leading content and service 
providers to develop new products and services for this expanding multi-billion dollar market 
opportunity. 
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Physicia 



ns* Online: 5 Year Plan 



To empower physicians with the tools essential to advance the quality and 
control the cost of health care through informed decision-making. 





Phase 1 


Phase II 


Phase III 1 


Time Frame 




1 -4 yr 




Essential Tool* 


Medical Knowledge Management 


Prescription Management 


Patient Management 


Vehicle 


Physicians' Online 


Pharmacsts Online 
Pharm Reps' Online 
Formularies Online 
Managed Care Online 


National Heallh Card Network 


Potential 
Membership 


500.000 physicians 
10.000 pharmaceutical execs 


300.000 physician offices 
100.000 pharmacies 
50.000 druq reps 


250 million patients 
10.000 hospitals 
other health care participants 


Core Markets 


MEDLINE 
Ri Micromarketing 


Prescription Fulfillment 
Ri Cost-Containment 


Patient Administration Cost- 
Containment Programs 


Market Size 


SS0 million /57 billion 


>S70 billion 


>5S00 billion 


Market Size/MD 


$1000/ 515,000 


>5 150.000 


>$ 1,000. 000 


Secondary 
Markets 


• Clinical Oatabases 

• Decision-Support Tools 

• News & Financial Services 

• Special Interest Forums 

• other areas of identified need 


• Home Care 

• Managed Care 

• Formularies 

• Pharmacy Network 

• "Electronic Detailinq" & Rep Support 


• Electronic Patient Record 

• Outpatient Laboratory Transactions 

• Patient Heafth Maintenance 


Main Revenue 
Sources 


• Pharmaceutical Advertising 

• Pharmaceutical Micromarketing 
Information 

• Membership & Usage Fees 


• Prescription Processing 

• Micromarketing Information 

• Membership & Usage Fees 


• Patient Transaction Processing 

• Communication Services 

• Micromarketing Information 

• Membership & Usage Fees 


Competitive 
Advantage 


• "Medical Info Vending Machines" 

• Sophisticated MD Targeting ("Ad 
Wizard'/ "Smart Ads") 

• Installed Terminals. PDAs. & PCs 

• Computer-Sophisticated Members 

• Medical Society Support 

• Pharmaceutical Industry Support 

• Third-Party Office Systems Support 

• Pharmaceutical Executives' Online 

• User-Friendly Interface 
rigpneidry i eM-neuievai oonware 

• Proprietary Psychometric Mktg Data 


• "Smart Electronic Prescription 
Pads" (PDAs) 

• Installed Terminals. PDAs. & PCs 

• Automated Prescnber Assistance 
Programs 

• Proprietary managed care 
applications 

• National Electronic Formularies 

• Proprietary Preserver Profiling 

• Patient Prescription Profiles 

• Proprietary Psychometric Marketing 
Data 


• "National Health Card" 

• Installed- base of diverse POS/PON 
entry-points linking integral industry 
participants 

• Electronic Patient Transactions 
Network 

• Third-Party Office Systems Support 

• Hospital Systems Suppon 

• Cellular Communications hnk to 
Physicians 


Strategic 
Alliances 


• Medical & Professional Societies 

• Pharmaceutical Companies 

• Pharmaceutical Marketing Cos 

• Prescription Data Marketing 
Companies (IMS/ MMG/ PMS) 

• Third-party Content Providers (NLM/ 
Camdat/ USP) 

• Medical Office System Companies 

• . Technology Providers (CompuServe/ 
Sybase/ Conquest/ Coconut/ Apple/ 
Sun/ HP/ Cube) 


• Prescription Fulfillment Companies 
(Medco) 

• Pharmacies/Pharmacist Societies 

• Managed Care Organizations 

• HMOs/PPOsMPAs 

• HosiyIaI PKairtt 

• Hospital Formularies 

• Corp Employee Benefits Programs 

• Medical Office System Companies 

• Technology Providers (AT&T/ Apple/ 
EO/ Motorola/ HP) 


• Corp Employee Benefits Programs 

• Prrvate Heallh Insurance Carners 
< BC/B&MedicaioV Medicare 

• Oui-Patient Labs (MetPath/ 
Bioscience/ SKF' NHL| 

• Outpatient Testing Companies 

• Installmam Credit Ornani7atmn< 
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• Electronic Claims Processing & 
Clearing Houses iNEtC' EDS) 

• Medical Office & Hospital Systems 
Companies 


Critical 
Technologies 


• Systems Integration of existng 
hardware & software technology 

• Packet Data Network technology 

• Simpfe Text Relrieval Software 

• Third-party Content Development 


• "Personal Digital Assistants* (PDAs) 

• Data network technology 

• Proprietary PDA applications 
development 

• Personal Info Management fPIMl 


• Systems Integration 

• Proprietary patient administration & 
cost-containment applications 
development 

• Cellular data network technology 


Infrastructure 
Milestone* 


• 1 50,000 physcian members 

• 5.000 hospital members 

• 5.000 hosprtaJ-based terminals 

• 5.000 PDAs in Physician Offices 

• 150.000 additional PCX software 
installations 


• 300.000 physician members 

• 10,000 hospital members 

• 20,000 hospnal-based terminals 

• 100.000 PDAs in Physician Offices 

• 10.000 mobile POAs 

• 500,000 addruonal POL software 
installations 


• 500.000 physician members 

• 1 0,000 hospital members 
50.000 hospfial- based terminals 

• 300.000 POAs in Physician Offices 

• 400.000 mobile POAs 

• 800.000 addrtKinal POL software 
installations 


Infrastructure $ 


510,000,000 


550,000,000 


$250 000 000 


InfrattructaVMO 


$100 


5200 


5500 
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Physicians' Online 



A personalized online medical information & 
communications service dedicated to empowering 
physicians with the tools essential to advance the 
quality and control the cost of health care through 
informed decision-making. 



</A Physician as Knowledge Worker 

>^ Problem & Opportunity 
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PCs in Health Care 




Barriers to Physician Use 



Desk-bound 
Document Processing 



• Price 

• Access 

• Ease of Use 

• Awareness 

• Time 



The Real Cost of Knowledge 



• Time 

*• Convenient Access 
» Ease of Use 

• Money 

- Price 



Minimize the Cost of Knowledge 
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Knowledge Processing 



Medical Knowledge 
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<<g> Physician "Desktop" 





Desk-bound 
Document Processing 



Mobile 
Knowledge Processing 
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^ Physician "Desktop" 



Points of Entry 



Home 


Office 


Hospital 


• PC 

• Smart Phone 

• PDA 


• PDA 

• Smart Phone 

• PC 

• Office Network 


• Dedicated Terminal 

• PC 

• Hosphal Network 

• POA 

• Smart Phone 



ifh Physician Market Strategy 




Phase 1 


Phase 11 j 


Phase Ml 


Knowledge 




Patient 


■ 









THB 12203 



Strategic Alliances 



• Phase by Phase 

Sector by Sector Cooperative Participation 

• Cooperative vs Competitive 

Market Growth vs Market Share 

• Physician "Desktop'* Control 

First Mover Advantage 
Physician Use: "All or Nothing" 



W*lcom« to 




Phystjans 1 Chm% 



A PwiefMl Onttn* Medical 
Intotmatton and ComfmvOoatkms 
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Phase II: 

Facilitating the Shift to Managed Fulfillment 




Keys to Success 

• Physician Membership & Use 

- "Phyelclan-centrlc" Market Strategy 

- Minimize the Cost of Knowledge 

• Market-driven not Technology-driven 

- Syalems Integrator of Ex la ting & Leading Technology 

• Integral Industry Participation 

• "First-Mover" Advantage 
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^ "First-Mover" Advantage 




Phase 1 


Phase II 


Phase III 








1 


> 














• Eilstlng PC Installed Bjm 

• ME DUNE Uun 

• Sophisticated User* 

• OrvSlu Terminal 6e»e 

• "Membership" 

• MO Society Support 

• fli Industry Support 

- Prescrlber-tavel Targeting 

• Psychometric Dal* 

• PDA Beta Test 


■ "Sm»n Prescription Pada" 

• PDA In slat lad Bam 

• Preacrtber Aaalatanca Prgm 

• National Online Formularies 

• Ri Fulfillment Network 

• Managed Care Support 

• Prescription Data 

• "Hearth Card" Bate Te*1 


• "National Hearth Card" 

• Cellular Data Network 

• Diverse POS/PON Baa* 

• Electronic Pattern Record* 

• Clalma Processing 

• Clinical Data Retrieval 

• Fulfillment Natworke 

• Coei-Cc-malnment Program* 

• Industry-wide Support 




Physicians 9 Online 



A personalized online medical information & 
communications service dedicated to empowering 
physicians with the tools essential to advance the 
quality and control the cost of hearth care through 
informed decision-making. 
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A Personal Online Medical 
Information and Communications 
Service for Member Physicians 



(ADVERTISEMENT HERE) 




The; Executive Summary 




f™^"'^ 6 " ' 9 * P* r90nali "<l online medical information and 

third-party produced information nrodu'r..?^ li provide* a djstnbution outlet for 

valuable^oVietan ' M™rtnLrZ~?,^ T' P ^ sl ™"' Online «l" provides 
care organizations'^ T^ph?™^ parfcipants including managed 

Online mecUca I information and communication services which are readilv 

%S£^£Z?TZR * aem K ber ^-ughXtion^ont'e 
ft?I„In e n PP , e Com P»ny has assemb ed the most powerful vet u**t 

^urSs' TW?i5 ^ info " Mtion 100,8 from kaS [wr'plrtv 

sources. The core information products target three key areas of identify 

(oS, 8 ^ H ne€ d - in r C ' Udl ' ng medicaJ Uterat "" (MEDLK meicalSosia 
Xtlo^ 

uctrgyrsx^ 

Implementation: 1993 through 1994 

Ph.*. II - Pr*»crl|rtlon hUn» 9 «m*nt 

oteXa^cS^^^^ 

Implementation: 1994 through 1996 

rlS^^^T?^ f< l r e ^ nt retrieval ^ faction processing 
resuitin^ in enhanced clinical and administrative efficiency and cost- 

^P^eToteSr netW ° rk " l eVe,0ped * cooperador^S S corporate 

L^ratorieTel^ PnVaU ™™™ carrier., out-paTient 

KT-l J ? T° C . lajmfl Pressors, installment credit organizations 
hoepjtaJa, and other health care participants. rganizauons, 

Implementation: 199S through 1997 

proTcS u\ P u7y SciSf ie Co^ *T W 0 " deUverin8 P r8rtical Nation 
designed to win m«im^, „ r mpa f >y h " develo P« 1 8 market-driven product strategy 

seement Th. rfl ' . mg Pa^'Pants in every major health care market 

opportunity. P 8nd 9emc * 8 for 1,119 e »P*ndinR multi-billion dollar market 
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.Desk-bound 
Document Processing 




rriers to Physician 0s^ 

Price 
Access 
Ease of Use 
Awareness 
Time 



The Real Cost of Knowledoe 



Time- 



Convenient Access 
Ease of Use 



Minimize the Cost of Knowledge 
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Home 



Office 



Hospital 



PC 
PDA 



PDA 

Smart Phone 
PC 

Otf »co Network 



Dedicated Terminal 
PC 

Hospital Network 
PDA 

Smart Phone 
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Piwso by f-iwi-o 

Sector by Sector Cooperative Participation 

Market Growth vs Market Share 

First Mover Advantage 
Physician Use "All or Nothing" 
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Business Summary 



PHASE I 

Medical Knowledge Management 



Christian Mayaud, MD 

Chief Executive Officer 
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Notice of Confidentiality & Disclaimers 
****************************************** 



The information contained in this plan ("Confidential Information") is highly 
confidential and is the proprietary information of Physicians' Online, Inc. 
("Company"). 

The taking and review of this plan by a prospective investor or other reader 
constitutes the agreement on the part of such person to keep the Confidential 
Information strictly confidential and not to use or disclose the Confidential 
Information in any manner without the Company's prior written consent 

Any reproduction of this plan, in whole or in part, without the prior written 
consent of the Company, is prohibited. 

This plan does not constitute an offer to sell any securities. Any such 
solicitation will be undertaken only under appropriate documents and 
pursuant to all applicable securities laws. 

The plan set forth herein is believed by the Company to be reliable to the best 
of its information. It must be recognized, however, that projections and 
predictions about the Company's future performance are necessarily subject 
to a high degree of uncertainty, and no warranty, expressed or implied, is 
made that such projections will be achieved. 



Physicians' Online is a trademark of Physicians' Online, Inc. 
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"The success of managed care will probably depend on the ability ... to influence 
physicians' choices in the direction of increased value." 



-- John K. Iglehart. Managed Care. N EnglJ Med 1992; 327: 742. 




Welcome to 



A Personal Online Medical 
Information and Communications 
Service for Member Physicians 



(MESSAGE HERE) 
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Physicians' Online is a personalized online medical information and 
communications service dedicated to empowering physicians with the tools 
essential to advance the quality and control the cost of health care through 
informed decision-making. 



Physicians' Online ("Company") is an innovative new electronic medium designed to evolve 
into a comprehensive national medical information and communications network servicing 
the entire health care industry. The Company's online information products and 
communication services provide physicians with powerful tools to manage Medical 
Knowledge, Prescriptions, and Patients. Physicians' Online provides a distribution outlet for 
third-party produced information products and services. Physicians' Online also provides 
valuable proprietary information services to other industry participants including managed 
care organizations and the pharmaceutical industry. 

Phase I - Medical Knowledge Management 

Online medical information and communication services which are readily 
accessible and free of charge to member physicians through optional online 
advertising support. The Company has assembled the most powerful, yet user- 
friendly, collection of medical information tools available from leading third-party 
sources. The core information products target three key areas of identified 
information need, including medical literature (MEDLINE), medical diagnosis 
(QMR), and drug information (USP). Physicians' Online is being developed in 
cooperation with major medical societies, pharmaceutical manufacturers & 
marketing organizations, hospitals, managed care organizations, and leading 
technology & third-party content providers. 

Implementation: 1993 through 1994 

Phase II • Prescription Management 

Online prescription fulfillment and cost containment programs made possible 
through the use of "Smart Electronic Prescription Pads" (PDAs). This network is 
being developed in cooperation with managed care organizations, hospitals, 
pharmacists, pharmaceutical distributors, leading technology providers, and 
other health-care participants. 

Implementation: 1994 through 1996 

Phase III • Patient Management 

Online patient information for efficient retrieval and transaction processing 
resulting in enhanced clinical and administrative efficiency and cost- 
containment This network is being developed in cooperation with corporate 
employee benefits programs, private health insurance carriers, out-patient 
laboratories, electronic claims processors, installment credit organizations, 
hospitals, and other health care participants. 

Implementation: 1995 through 1997 

The Company's competitive advantage is based on its ability to attract physician use. 
Founded by practicing physicians with extensive experience delivering practical information 
products to busy clinicians, the Company has developed a market-driven product strategy 
designed to win maximum professional acceptance and use. The Company is establishing 
critical strategic alliances with leading participants in every m^jor health care market 
segment. The Company is currently working with several leading content and service 
providers to develop new products and services for this expanding multi-billion dollar market 
opportunity. 
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Physicians' Online: 5 Year Plan 



To empower physicians with the tools essential to advance the quality and 
control the cost of health care through informed decision-making. 



Phase 1 


Phase II 


Phase III 1 


■Time*f tame^V 


0-2yr 


1 -4 yr 


3-5yr 


Essential Tools-: 


Medical Knowledge Management 


Prescription Management 


Patient Management 


Vehicle •.•/:>:. 


Physicians' Online 


Pharmacists' Online 
Pharm Reps' Online 
Formularies Online 
Managed Care Online 


National Health Card Network 




500,000 physicians 
10,000 pharmaceutical execs 


300,000 physician offices 
100,000 pharmacies 
50,000 drug reps 


250 million patients 
10,000 hospitals 
other health care participants 


Cofe-torkffts:-;; : ;-; 


MEDLINE 
Rx Micromarketing 


Prescription Fulfillment 
Rx Cost-Containment 


Patient Administration Cost- 
Containment Programs 


Market Sae>*£. 


$50 million/ $7 billion 


>$70 billion 


>$500 billion 


Market Size/MD :: 


$1000/ $15,000 


>$ 150,000 


>$1,OM,000 




• Clinical Databases 

• Decision-Support Tools 

• News A Financial Services 

• Special Interest Forums 

• other areas of identified need 


• Home Care 

• Managed Care 

• Formularies 

• Pharmacy Network 

• "Electronic Detailing" & Rep Support 


• Electronic Patient Record 

• Outpatient Laboratory Transactions 

• Patient Health Maintenance 


Main Rev witw^ 


• Pharmaceutical Advertising 

• Pharmaceutical Micromarketing 
Information 

• Membership & Usage Fees 


• Prescription Processing 

• Micromarketing Information 

• Membership & Usage Fees 


• Patient Transaction Processing 

• Communication Services 

• Micromarketing Information 

• Membership & Usage Fees 




• "Medical Info Vending Machines" 

• Sophisticated MD Targeting ("Ad 
Wizard"/ 'Smart Ads") 

• Installed Terminals, PDAs, & PCs 

• Computer-Sophisticated Members 

• Medical Society Support 

• Pharmaceutical Industry SuDDort 

• Third-Party Office Systems Support 

• Pharmaceutical Executives' Online 

• User-Friendly Interface 

• Proprietary Text-Retrieval Software 

• Proprietary Psychometric Mktg Data 


• "Smart Electronic Prescription 
Pads" (PDAs) 

• Installed Terminals, PDAs, & PCs 

• Automated Prescriber Assistance 
Programs 

• Proprietary managed care 
applications 

• National Electronic Formularies 

• Proprietary Prescriber Profiling 

• Patient Prescription Profiles 

• Proprietary Psychometric Marketing 
Data 


• "National Health Card" 

• Installed-base of diverse POS/PON 
entry-points linking integral industry 
participants 

• Electronic Patient Transactions 
Network 

• Third-Party Office Systems Support 

• Hospital Systems Support 

• Cellular Communications link to 
Physicians 


Strategic: : . 
Alliances / 

'■ . : 


• Medical & Professional Societies 

• Pharmaceutical Companies 

• Pharmaceutical Marketing Cos 

• Prescription Data Marketing 
Companies (IMS/ MMG/ PMS) 

• Third-party Content Providers (NLM/ 
Camdat/USP) 

• Medical Office System Companies 

• Technology Providers (CompuServe/ 
oyDoSG/ uonqutjsv ooconuu nppnr 

Sun/ HP/ Cube) 


• Prescription Fulfillment Companies 
(Medco) 

• Pharmacies/Pharmacist Societies 

• Managed Care Organizations 

• HMOs/PPOs/IPAs 

• Hospital Chains 

• Hospital Formularies 

• Corp Employee Benefits Programs 

• Medical Office System Companies 

■ i ©cnnoioyy rroviours (hiau rvppiw 
EO/ Motorola/ HP) 


• Corp Employee Benefits Programs 

• Private Health Insurance Carriers 

• BC/BSMedtcakV Medicare 

• Out-Patient Labs (MetPathV 
Bioscience/ SKF/ NHL) 

• Outpatient Testing Companies 

• Installment Credit Organizations 

• Electronic Claims Processing & 
Clearing Houses (NEIC/ EDS) 

Companies 




• Systems Integration of existing 
hardware & software technology 

• Packet Data Network technology 

• Simple Text Retrieval Software 

• Third-party Content Development 


• "Personal Digital Assistants" (PDAs) 

• Data network technology 

• Proprietary PDA appl'cations 
development 

• Personal Info Management (PIM) 


• Systems Integration 

• Proprietary patient administration & 
cost-containment applications 
development 

• Cellular data network technology 


Infra structure 
' Milestones ; 


• 1 50,000 physician members 

• 5,000 hospital members 

• 5,000 hospital-based terminals 

• 5,000 PDAs in Physician Offices 

• 150,000 additional POL software 
installations 


• 300,000 physician members 

• 10,000 hospital members 

• 20,000 hospital-based terminals 

• 100,000 PDAs in Physician Offices 

• 10,000 mobile PDAs 

• 500,000 additional POL software 
installations 


• 500,000 physician members 

• 10,000 hospital members 
50,000 hospital-based terminals 

• 300,000 PDAs in Physician Offices 

• 400,000 mobile PDAs 

• 600,000 additional POL software 
installations 


Infrastructure $: 


$10,000,000 


$50,000,000 


$250,000,000 


lnrrastruct$/MD 


$100 


$200 


$500 




The Physician Need 

Medical practice has always been information intensive. However, the explosive growth of 
medical knowledge has become a two-edged sword. While it provides physicians with the 
knowledge to guide their decision -making, it has become increasingly difficult to gain access 
to this unwieldy disorganized mass of rapidly growing information. The sheer volume of 
medical information today has far outstripped the capacity of traditional methods, such as 
medical libraries, textbooks, and journals, to meet the growing needs of today's physician. 

Powerful computerized medical information tools have been developed to meet these needs. 
However, fundamental economic factors in health-care have inhibited their widespread use. 
The information products exist... the means of payment does not. Unlike the legal profession, 
the medical profession can not pass on the cost of information services to the health-care 
consumer due to the fixed reimbursement system. Computer systems that don't directly 
contribute to the bottom-line, are hard to justify for cash-strapped institutions and 
physicians who are facing a squeeze between falling reimbursements and rising costs. 
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The result: 



(1) a progressive deterioration of physician expertise, and 

(2) prolonged practice adoption delays of significant clinical advances. 



Both trends are adversely effecting the quality of patient care. 



The Pharmaceutical Industry Need 



In 1991, $63 billion of prescriptions were written by less than half a million physicians - over 
$150,000 per physician. Over $7 billion per year is spent by the pharmaceutical industry on 
sales and marketing — over $15,000 per physician. In 1961, there were 656 drugs available 
by prescription in the US — today there are over 8,000. This has created a marketing "din," 
as a plethora of products are vying for the limited attention of busy medical professionals. 

Increasing competition, falling profit margins, and increasing marketing costs have created an acute 
need for more careful market segmentation and targeting of pharmaceutical marketing campaigns. 
Sophisticated pharmaceutical marketing support tools, based on prescription data, track the 
prescribing behavior of any targeted market segment down to the individual physician. With 
the proliferation of new marketing media designed to reach physicians, pharmaceutical companies 
increasingly use those that target their markets more selectively. 



To meet the information needs of physicians by providing them with powerful electronic 
information tools that are user-friendly and readily-accessible on a national computer 
network while simultaneously providing the pharmaceutical industry with powerful new 
micro marketing tools including online advertising and psychometric data. 

The opportunity exists because — 

The value of advertising to physicians exceeds the cost of providing them with 
computerized online information. 



Physicians 9 Online is a personal online medical information & communications 
service for member physicians. Any medical professional who can legally write 
prescriptions qualifies for membership. Physicians* Online is available free-of- 
charge to any member who elects to accept the online advertising features. 
Otherwise, it is available at competitive online rates without advertising. 
Physicians' Online provides physicians with valuable medical information & 
communications services, on demand, at point-of-need, while simultaneously 
providing powerful marketing tools for the pharmaceutical industry. 



The Opportunity 



Physicians' Online 
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Physicians 9 Online: The "Win-Win" Strategy 



Physicians' Ontine is positioned to simultaneously meet the needs of multiple markets - 



Physicians are provided with personalized online medical information & 
communications services on demand, at point-of-need t and free-of-charge. All 
the information products are high-quality, readily-accessible, easy-to-use, and 
free-of-charge. Online product messages are personalized to the needs of the 
individual physician. 

Pharmaceutical companies are provided with a powerful, sophisticated, 
cost-effective, precisely-targetable, fully-accountable, non-coercive, risk-free, 
Tay-per-View" advertising medium and a significant opportunity to generate 
goodwill. 

Pharmaceutical marketing Industry is provided with a new medium capable 
of precise physician targeting based on demographics as well as prescribing 
practices and a new source of proprietary psychometric data to enhance their 
micromarketing tools. 

Medical information industry is provided with a high-volume platform to 
profitably distribute their products and services to physicians. 

Medical Societies are provided with their own online Medical Society 
Forums and other benefits for their membership -- free-of-charge. 

Medical center libraries are provided a source of MEDLINE and other 
information products and services -- free-of-charge. 



Phymlclmnm' Onllnm Positioning 



Our Online Information Products & Services 

To attract physician use, Physicians' Online has assembled the finest collection of online 
information products available from leading third-party medical information providers. Our 
core products target three key areas of identified information need — 

• medical literature (MEDLINE), 

• medical diagnosis (OMR), and 

• drug information (USP Drug Info). 

Unlike previous efforts to establish new advertiser-supported media, Physicians' Online does 
not have to "create a market" for new products and services. Physicians 9 Online delivers a 
well-known information product (MEDLINE) for free which physicians currently use more 
than 3 million hours per year (at fees ranging up to $45/hr). 

Although "FREE MEDLINE" is the single most persuasive reason for physicians to switch to 
Physicians' Online, QMR (a medical diagnostic decision-support tool) and USP Drug Info (a 
comprehensive drug information resource) add significant clinical utility to our introductory 
offering. They cost relatively little to implement and they position Physicians' Online as a 
comprehensive "one-stop shopping" information resource for physicians. Although the 
demand for information products other than MEDLINE is currently small, we anticipate 
rapid growth in other online information products & services as physicians become more 
familiar with our system and routine Physicians' Online use becomes the de facto "Standard 
of Care." 

Another significant incentive for physicians to use Physicians' Online regularly is that it 
keeps track of the online time spent on education activities. So, Physicians' Online becomes a 
significant source of Continuing Medical Education (CME) credit for active members. (CME 
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credits are required for maintaining hospital admitting privileges, professional licensing, 
specialty certification, etc.) 

The design of each module maximizes ease-of-use and relevance to clinical practice. Casual, 
as well as sophisticated, users quickly master the system using plain English commands. No 
steep learning curves or Byzantine commands to remember. 




All online products and services are free-of- charge to member physicians who accept the 
online advertising option. If the advertising features are turned off, online products and 
services are competitively priced on a " Pay-as- You-Go" or "Fixed-Fee-for-Unlimited-Use" 
basis. 

Comprehensive online communication services include 



• electronic mail, 

• bulletin boards, 

• special interest forums, 

• special society boards, 

• "live" conference rooms, 

• libraries, 

• paper specific comments boards, 

• journal clubs, 

• journal specific forums, 

• electronic publications, 

• personal clipping services, 

• document delivery services, 

• news & financial services, 

• pharmaceutical customer support boards, 

• member/alert features, 

• FAX capabilities, 

• software libraries, 

• online customer support, and 

• online documentation & help. 
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Our Network 

Our strategy maximizes physician use of electronic information resources by making them 
widely available, easy-to-use, and free-of-charge. By using a national data network with 
local access numbers, Physicians' Online can be accessed from any computer equipped with a 
modem using standard communications software or our own dedicated software. 




Our Communications Software 

Our software provides additional functionality and is distributed free-of-charge to all 
members. It has an easy-to-use, menu-driven, "Graphical-Userrlnterface" (GUI) and is 
compatible with all major computer operating systems - including DOS, Windows, 
Macintosh, and UNIX. It supports black & white and color graphics and provides mouse, as 
well as keyboard, control. 
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Our On-Site Terminals 

Most clinical questions do not arise at a time or location convenient to computer access. The 
practice of medicine keeps physicians moving between offices, clinics, and various hospital 
locations throughout a typical day. This is why physicians require pagers to be reached. 
This is also why desk-bound computers haven't helped physicians with their daily work -- 
physicians don't work at their own desks! A physician's office computer is usually being used 
by staff for office management tasks. In the hospital, computers, when available, are 
dedicated to specific administrative tasks. The hospital library is often closed or not 
conveniently located and usually has only limited, if any, computerized information 
resources. And even if the physician has a home computer equipped with modem, 
communications software, and an online search account, the physician is often too tired and 
the question is no longer as pressing as it was during the day when the information was 
needed for clinical decision-making. No wonder less than 30% of the clinical questions that arise 
during patient care are ever answered. 



Medical Information Vending Mac hines & Membership Kiosks 

To increase physician use, Physicians' Online will distribute dedicated terminals to high 
volume sites - such as emergency rooms, medical libraries, physician lounges, clinics, group 
practices. By facilitating access, at pot nt-of -need, these workstations function as "medical 
information vending machines" and "membership kiosks" - satisfying information appetites at 
strategic locations throughout the health-care environment and automatically recruiting new 
membership. Even physicians whhout personal computer systems can routinely access our system 
using these on-site terminals. 




For example: 

A physician's daily routine can include a etop by the hospital -based terminal - to get a few 
clinical questions answered on a problematic case, check the medical literature on a topic 
of interest, order a reprint, check hie personal clipping service for new abstracts, check a 
. patient's laboratory results, register for a conference, renew a medical society membership, 
check the latest travel immunization recommendations, pick up electronic mail, check out 
information on a new antibiotic, order drug samples, etc. 

The 5,000 major US hospitals offer a total install ed-base potential of over 20,000 terminals. 
In addition to direct distribution of terminals by Physicians' Online, pharmaceutical 
sponsors, using their hospital-based sales forces, have an opportunity to donate terminals 
(customized with their own marketing messages) to their client sites. A large installed-base 
of on-site terminals generates goodwill for pharmaceutical sponsors, creates a "strategic 
omnipresence," increases physician membership & total online demand, acts as a barrier to 
competition by gaining early control of the "Physician Desktop," and serves as entry points 
into our emerging health-care communications environment. 
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Our Membership 



Any medical professional who can legally write prescriptions qualifies for membership, including ~ 



Members have an opportunity to use ajiy information product on our system, entirely free-of- 
charge, by allowing online advertising to be shown. These ads are not intrusive or disruptive 
since they are restricted to the bottom 1/8 of the screen and change only four times per 
minute. Members can engage in online activities without any interruption from the 
advertising which is shown simultaneously. 

Physicians can access Physicians' Online from any computer equipped with a modem and 
communications software or from any on-site terminal or personal computer equipped with 
our dedicated software. Physicians can order our free dedicated communications software 
package and low-cost modems directly from Physicians' Online using our 800 Membership 
Support Line or anytime they are online. 

To become a member, physicians fill out an online membership questionnaire the first time 
they use the system. After completing the questionnaire, a unique membership number 
(their social security number) and a password are assigned to each physician. From then on, 
members merely type in their number and password and they have full access to the system. 

Since each physician has his own membership number and data file, and each terminal has its own 
identifier number, the system always knows who is using the system, where he is, and what he is 
using the system for. This provides a unique opportunity for pharmaceutical advertisers to precisely 
target online advertising and collect psychometric marketing data Member activity data also 
provides Physicians' Online with continuous feedback to constantly monitor and refine our 
ongoing marketing and product development efforts. 



Our "Membership" Growth Strategy 

Current MEDLINE users are a secure initial membership-base to grow from. As computer- 
sophisticated physicians, MEDLINE users are more likely to use other new information 
products & services. They are also "early adopters" of other new technologies and 
pharmaceuticals, and, as "Medical Opinion Leaders", they are influential with other 
physicians. MEDLINE users are usually internists, family practitioners, general 
practitioners, and cardiologists, which are the highest prescribing physician specialties. 

Physicians' Online is dedicated to maintaining a quality medical information service with 
responsive membership support services. As our company name Physicians' Online - 
implies, we want our members to feel they are "members" of an online information "service" 
that is really "theirs" and not just another "customer" of a medical information "company". 

As we successfully convey this image to our initial membership and carefully nurture our 
member relations with quality products and support, our members will be our most potent 
marketing weapon -- recruiting new membership, leveraging our marketing into new clinical 
sites, and securing our market-share against future competition. 

Ultimately, our success rests on the physicians' recognition that Physicians' Online \s a quality 
information service that maintains the integrity of its information products and clearly separates the 
needs of physicians from the demands of pharmaceutical advertisers. Promotional information must 



• physicians, 

• physician assistants, 

• physicians-in-training, 

• osteopaths, 

• podiatrists, 

• oral surgeons, and 

• dentists. 
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be clearly distinguished from all other information products. Information products can not be 
contaminated, in any way, by promotional material. 

As a result — 

• No exclusive covenants will be given to any pharmaceutical company that would 
compromise the integrity of our information products and our credibility to physicians. 

• No exclusive advertising rights will be granted since this would create an opportunity for 
potential online competitors. 

In summary, our basic strategy is to make physicians feel like "members'* not "customers" and then 
to turn our "members" into "evangelists." 

This is a powerful marketing strategy, and, for the physician market place, this may be the 
only strategy that can work. Physicians are a very fraternal order and expect to "belong." 
They are "members" of their medical profession, their subspecialty, their hospital attending 
staff, their medical society, their group practice, their medical school, their subspecialty, etc. 
Physicians will expect to be members of Physicians' Online - We can't disappoint them. 



The Challen ge of Sophisticated Users 

The most important influence on physician behavior is "word of mouth." Physicians do very 
little without first consulting their colleagues, even informally. Nowhere is this more true 
than with computer technology. Physicians do not generally feel comfortable with 
computers. So, most physicians are keenly aware of which colleagues use computers and rely 
heavily on their "technical" advice. Before making any purchase, physicians generally 
consult these "computer savvy" colleagues first. 

Computer-sophisticated physicians are the easiest group to get to use our system since they 
are always looking for new uses for their computers. And since these physicians tend to do 
MEDLINE literature searches themselves, they realize immediate savings by switching to 
Physicians' Online. 

Although they are the "easiest-to-get-to-use" our system, they are also the "hardest-to-please" 
since they have an instant basis of comparison with the systems they are currently using. 
They will immediately run head-to-head comparison literature searches before making the 
switch. Therefore, we need the most sophisticated online system possible, right from the start, 
since our initial users are the most sophisticated physicians. 

Since computer-sawy physicians are those most likely to use our system initially and they 
are also influential with the rest of the physician market, it is critical to the success of 
Physicians' Online to win their support early on. By winning their support, we have won the 
soundest membership base foT growth and a bullet-proof barrier to any future competition. 

This creates a potential risk during our launch phase. If we make any false claims, our users 
will know immediately. Anything short of the highest quality online system will disappoint 
and ultimately hurt us. We know that no system is perfect. All systems evolve over time. 
There are "bugs" and other performance problems that need to be fixed. How do we suspend 
their criticism and, better yet, get them to help us improve our system? The Beta-Test Phase 
Membership Recruitment Program. 
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Beta-Test Phase Member ship Recruitment Program 

By recruiting computer-sophisticated physician users for our beta-testing phase, we 
accomplish several key objectives - 

• Convert the "hardest-to-please" physicians into "co-developers'* of our system. 

• Temper any initial criticism by calling our initial system a "beta-test version" and 
thereby allow us to work-out any initial bugs with an understanding group of 
sophisticated users. 

• Make these "Beta-Testers" feel special and highly valued. Make them feel that their 
feed-back has a positive influence on the development of Physicians* Online, Eg., 
"Participate in the development of the most revolutionary advance in physician 
communications since the advent of the personal pager - Physicians' Online" 

• Obtain valuable last minute user-feedback for fine tuning our system before its 
"official" launch date. 

• Leverage our future marketing by "seeding" the medical community with active 
computer-sophisticated members who form our initial membership-base and act as 
membership recruiters, clinical site administrators, and informal on-site technical 
support 

• Set a tone of close cooperation with our early membership. Developing a friendly 
and responsive membership / technical support service is the key step to win 
physicians' long-term loyalty and helps convert our members into Physicians' Online 
"Evangelists". 

A prolonged beta-test phase allows us to get up to speed without becoming overwhelmed with 
the sudden increase in system utilization a "launch date" would create. 

Although it will appear that only a limited number of beta- testers will be granted online 
privileges at this stage; in fact, there is no such limit. We will expand this program to 
rapidly capture most computer-sophisticated physicians. 
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Online Advertising 



Physicians' Online provides member physicians with an optional "advertising shell" through 
which any third-party information product or communications service can be simultaneously 
distributed to them free-of-charge. Members are never interrupted by online advertising 
since it is restricted to the bottom 1/8 of the screen and changes only four times per minute. 



SERVICE WORKSPACE 

(USER-DEFINED SCROLLABLE REGION) 



MESSAGE 

(SPONSOR-DEFINED REGION) 



l?3 



m ' " 



As a "Pay -per- View" advertising medium, we are motivated to increase physician demand by making 
our system more useful and responsive to our members needs. In addition, third-party 
information providers are motivated to keep their online products useful to physicians since 
they are paid fees based on actual use. 

In other words, "Pay-per-View" advertising enables Physicians' Online to remain responsive to the 
needs of physicians since the more physicians use our system, the more money we make. . 

MEDLINE User Characteristics 
Studies show that - 



• The heaviest MEDLINE users are Internists (IM), Family Practrtioners(FP), General 
Practitioners(GP), and Cardiologists. These physicians are also the heaviest 
prescribers - writing over half the US prescriptions in 1991. 

• Physicians who regularly use computers are "early adopters'* of new products. 

• MEDLINE users are "Medical Opinion Leaders" and influential with their peers. 

• 70% of MEDLINE searches are run by physicians themselves » another 25% are 
run for physicians by search intermediaries such as medical librarians, other 
physicians, medical students, etc. 

• When using computerized information products in general, physicians spend 90% 
of their time using clinical information databases - 

«65% MEDLINE 

- 30% drug information 

• 60% of MEDLINE searches involve patient care. 

• 50% of MEDLINE searches concern therapy. 
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So, Physicians' Online advertising is displayed to influential, receptive, and high-prescribing 
physicians, staring at a computer screen, actively seeking therapeutic information - the most 
effective time to suggest a new treatment or remind them of an old treatment! 



Transforming Advertis inp into Information: Linkages. Targeting. & "Smart" Ads 

Online advertising can be targeted by any demographic characteristic down to the specific 
physician. Messages are targeted not only through "static demographic links" but also 
through dynamic and intelligent "context-sensitive links" and "prescribing-practices links." 

For example, 

a cardiologist sees heart drug ads (static links) and if he is doing a literature search 
on depression, antidepressant drug ads (context-sensitive links) are also displayed. 

When prescriber-level prescription data is linked to our membership profile data, Physicians' 
Online can also target advertising by prescribing behavior. Physicians' Online h the first 
medium to unleash the power of direct prescriber-level targeting. 

Additionally, online advertising is linked to full drug disclosure information, including FDA required 
product information, USP drug information, relevant medical literature, and pharmaceutical detailing 
& f utf illment services. Ads can be reviewed and their links explored at any time. After reviewing ads, 
online activities are resumed right where the user left off. 



Physicians see only relevant advertising, and pharmaceutical companies are only charged if their 
ads are actually viewed. Thus, Physicians' Online provides the pharmaceutical industry with a 
cost-effective, fully-accountable, non-coercive, risk -free, "Pay-per-View" medium that targets 
market segments down to specific prescribers, while simultaneously providing physicians 
with useful clinical information on demand, at point-of-need, and free-of-charge. The 
advertisements themselves become an additional source of useful information for physicians, since 
the advertising now relates to their individual practice needs and is not just another irrelevant 
distraction to endure. 





tiZis \7J33i \C*> v;»™£ 



Physicians' Online 



III - The Service I 17 



Rr.rat.ePic Significant ftf "Option al" Advertising 

Members are not required to view ads and can turn them off at any time. However, without the 
advertising option turned on, they assume the full cost of the information services provided. 
Also, non-prescription writing professionals, institutions, and the public-at-large may use the 
system at any time, without advertiser support, at rates competitive with other online 
information services. 

Making online advertising "optional" is a subtle but strategically critical step to win the 
general acceptance of the medical profession. Physicians resent and resist using any product or 
service that requires them to view advertising. (Physician resistance to coercive advertising 
methods has been well-demonstrated by the failure of Physician Computer Network to 
achieve any significant market-share.) Making online advertising optional shifts the decision 
and responsibility to the individual physician. In other words, if online advertising is 
mandatory, physicians want to turn it off. If you make it optional, physicians will tend to 
leave it on. The availability of Physicians' Online without advertising also allows physicians 
to "save face." 

Also, "Optional" advertising allows medical societies to endorse Physicians' Online without 
implying any endorsement for online advertising. The choice to view advertising is left to the 
individual physician. 
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Our Technology 

MEDLINE Search Interface 

Physicians' Online has made "Search Interface Design" a strategic priority since the vast 
majority of physicians are not computer-sophisticated. Even experienced physician-users can 
be mislead by their own literature searches. Studies show that with the current generation 
of MEDLINE search systems, search quality relates to the degree of user-experience with the 
given retrieval system - with trained medical librarians consistently out-performing even 
the most experienced physicians. It is this "user-dependent search quality" that text- 
retrieval systems must address first, before physicians can reliably relinquish their 
dependence on MEDLINE search intermediaries such as medical librarians. 

By using the most advanced text-retrieval technology available, our simple English MEDLINE search 
interface enables even novices to perform better searches than most "text- retrieval experts' 1 can 
using other systems. Physicians' Online is co-developing the most sophisticated, yet easy-to- 
use, online MEDLINE search interface available, under an exclusive agreement with 
ConQuest Software Technologies, Inc., a leader in advanced text-retrieval software, using 
their patented text-retrieval technology. By integrating well-demonstrated advances in 
Natural Language Processing (NLP) and Concept Indexing (CI), Physicians' Online has the 
most powerful, yet easy to master, search interface available. 

This technology allows both novice and sophisticated physician-users to query MEDLINE, 
and other online databases, using standard English sentences instead of having to construct 
complex Boolean search strategies required by other search systems. All a physician has to 
do is type a question in plain English. The sentence is analyzed for its key concepts, a search 
strategy is constructed, and then all the relevant abstracts are retrieved from the database. 
The retrieved abstracts are then ranked in terms of relevance to the initial query. This 
process results in the most relevant and complete literature search possible with little 
variability in search quality between experienced and inexperienced users. 

For physicians who feel more comfortable doing literature searching "the old-fashioned way," 
standard Boolean search methods are also fully supported. 



Communications Software 

Physicians' Online has taken the best features of existing online systems and combined them 
into a comprehensive online system which is easy-to-use, menu-driven, and can be accessed 
by any computer using standard communications software or our dedicated software 
package. Our online system software is being developed by Sybase, Inc. and Coconut 
Computing, Inc. (developers of the leading graphical online Bulletin Board System (BBS) - 
COCONET). 



Central Computer System Design 

The company's computer system exploits the latest advances in SQL Client/Server 
technology on a distributed UNIX-based workstation network. Software enhancements and 
new product modules are developed and implemented incrementally. As the demand for 
online services grows, computer hardware is added incrementally to increase capacity and 
preserve system performance . 

By using these state-of-the-art technologies, Physicians' Online has the most advanced yet 
easy-to-use online text retrieval system and communications network. Physicians' Online 
delivers information more cost-effectively and with higher performance and quality than any 
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other existing online service which relies on older mainframe -based technology, awkward 
and time-consuming Boolean search methods, and clumsy user interfaces. 



System Software: Modular Design Philosophy 

System software requirements are sorted into functional modules which are designed to 
integrate seamlessly on a UNIX platform. Modular design allows for rapid and incremental 
implementation of system features and information products by various independent 
development teams and vendors. 




vf^- vela w --^ :xl 



Physicians' Online 



III - The Service I 



Phase II Technology: 



Personal Digital Assistants as "Smart Electronic Prescription Pads" 

To increase points-of-entry into our integrated electronic information and communications 
environment and to maintain control of the physicians* "Electronic Desktop," Physicians' 
Online will rely on an emerging new class of electronic devices known as "Personal Digital 
Assistants" (PDAs). PDAs are small, handheld electronic devices that intelligently assist 
users in capturing, retrieving, organizing, and communicating information and ideas 
exactly how physicians spend most of their time. These devices will enable Physicians' 
Online to expand physician demand for our online services through convenient mobile access 
and to facilitate the implementation of our Phase II Prescription Management System. 




Made possible through the convergence of numerous digital and telecommunications 
technologies and the ability to miniaturize electronic devices, first generation PDAs, such as 
Apple's Newton, are positioned as low-cost pocket-sized electronic notebooks equipped with 
unique user-interfaces, Personal Information Management (PIM) software, and built-in 
access to both telephone and cellular data networks. Using pen-based operating systems, 
PDAs can understand handwritten commands and can be used for freeform notetaking, 
drawing, calculating, scheduling, list making, and communicating. Built-in telephone and 
cellular communications provide easy mobile access to online information and 
communications services and allow remote sending and receiving of faxes and other 
electronic documents. 
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Although the future of PDAs lies in true "wireless" communications, cellular data network 
technology, standards, and infrastructure are not yet adequate to support a national health 
care information and communications network. In the meantime, using standard telephone 
data network technology, Physicians' Online will introduce specially configured PDAs to be 
placed next to physicians' telephones. These PDAs act as Physicians' Online terminals and 
"Smart Electronic Prescription Pads." 

By seamlessly integrating all the information relevant to making informed therapeutic 
decisions (including relevant formularies, price lists, drug information, and potential drug 
interactions) at the "point-of-sale" our "Smart Electronic Prescription Pads" and 
personalized prescription management software intelligently automate the prescription- 
writing, tracking, and fulfillment process to facilitate cost-effective therapeutic decision- 
making. As full-featured communication terminals, our PDA can access all of our other 
online information products and services as well. 

Using PDAs, Physicians' Online will revolutionize medical practice by offering up-to-date 
online information and other network services to physicians on-demand anytime anywhere. 
Physicians' Online is well-positioned to market these devices to the medical profession. The 
current generation of pocket computers are merely toys for gadget-minded physicians who 
use them for electronic scheduling and phone books. But with a remote communications link 
to Physicians' Online, PDAs have universal appeal as complete clinical workstations. As 
personal remote terminals, they will even obviate the use of medical pager systems. When 
bundled with Personalized Information Management (PIM) software for physicians, our 
powerful online clinical tools will become a "Standard of Care" and a powerful membership 
incentive. 



The Key to Failure 



Previous efforts to develop pharmaceutical-supported electronic information networks for 
physicians (e.g., Fisher-Stevens' PHYCOM, Physician Computer Network (PCN), and the 
soon-to-be-unveiled Whittle Communications' Medical News Network (MNN)) all appear to 
suffer from their lack of insight into the unique information needs of physicians. While these 
efforts have excelled at raising pharmaceutical advertising commitments, they have failed to 
win any significant physician following. Their existence is based on the acute marketing 
needs of the pharmaceutical industry rather than any solid information product design or 
implementation program. 

This is hardly surprising, since these services were all conceived by advertising & marketing 
executives, not by physicians. Their founders were well-positioned to recognize and satisfy 
true pharmaceutical marketing needs, but not to recognize and satisfy true physician needs. 
The unique needs of physicians appear to have taken a back seat to the needs of pharmaceutical 
companies. A successful advertising vehicle needs an audience, not just advertisers. This 
disregard for the physician has lead them to a costly strategy of "creating a market" for products & 
services that serve non-existent physician needs. 
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The Key to Success 



Physicians' Online is a powerful and sophisticated information & communications service designed 
fr y physicians for physicians. 

Physicians' Online was founded by a physician who established a hospital-based electronic 
medical information center and observed first-hand how physicians actually use electronic 
information resources in the clinical setting. Real information needs of physicians were 
identified and served by providing convenient in-hospital access to high-quality information 
products. 

The three types of information products used most by physicians are - 

(1) medical literature databases, 

(2) diagnostic decision-support programs, and 

(3) drug information databases. 

Five key barriers limiting computerized information use by physicians are - 

• high cost, 

• lack of convenient access, 

• steep learning curve, 

• lack of physician awareness, and 

• lack of physician time. 

Physicians* Online addresses these barriers by - making the service entirely free-of-charge; 
improving access through strategic placement of on-site terminals; making Physicians' 
Online easy-to-use with a menu-driven Graphical-User-Interface and simple English search 
commands; increasing physician- awareness through publicity, advertising, on-site terminals, 
pharmaceutical company co-marketing, and medical society sponsorship; and decreasing the 
time required to use these resources by increasing their performance and making their 
access conveniently available at points-of-need in the clinical environment 

Strategies to Overcome Utilization Barriers 



Barrier 


Strategy | 


Price 


• FREE 


Convenient Access 


• "Information Vending Machines'* 

* Communications Software / Hardware 


Ease of Use 


• User-Friendly Menu-Driven GUI 

• Simple English Search Interface 

• Customer Support 


Physician Awareness 


• Publicity 

• Medical Society Sponsorship 

• Member Evangelism 

• Advertising 

• Telemarketing 

• Direct Mail 

• Co-marketing 


Physician Time 


• Maximize Utility 

• Maximize Convenience 

• Personal CME Credit log 

• Become the "Standard of Care" 
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O flfrr a Well-known Information product with Estahlishprf Physician Demand -- MEDLINE 



Unlike previous efforts, Physicians' Online does not have to "create a market" for new 
products and services. Physicians' Online starts by delivering a well-known information 
product (MEDLINE) to physicians, free-of-charge, using standard online information service 
technology. It is so well-known to physicians that "MEDLINE Search" is synonymous with 
"Literature Search." MEDLINE is the electronic information product used most by 
physicians today. 

We don't have to "create our market" - it already exists. Currently, physicians use 
MEDLINE about 3,000,000 hours per year. 

Our physician-oriented market strategy centers on capturing an important -share of this 
existing physician demand as well as significantly expanding total demand through our 
"Strategies to Overcome Utilization Barriers" as outlined above. By tapping into this large 
and established physician demand for MEDLINE, Physicians' Online quickly builds 
sufficient system demand and, therefore, online advertising revenue, to generate positive 
cash-flow and establish Physicians' Online as a routine part of patient care. Having secured 
this stable MEDLINE customer-base, we will build a comprehensive national medical information & 
communications service by incrementally introducing additional products and services. 



The Risks 

Our implementation plan minimizes investor risk while maximizing the 
growth potential of Physicians' Online. 

Product development risk is minimized by using established technology from leading third- 
party software developers, information providers, and systems integrators. Modular 
software design enables independent development teams and vendors to rapidly design and 
implement system features and products. These modules are integrated incrementally on a 
reliable high-speed computer platform running UNIX. Information products are licensed 
from third-party providers who are paid based on actual physician use. The information 
providers are responsible for maintaining their own online products. 

Physician marketing risk is minimized by initially targeting the MEDLINE market. By 
offering the best version of MEDLINE, free-of-charge (while other services charge $18 to $45 
per hour), we not only capture the bulk of this market but significantly increase its total 
demand by increasing both the number of users and individual usage. With a current physician 
demand of about 3 million hours per year, positive cash-flow is achieved with only 15 - 20% market- 
share for this single product. Publicity during the beta-testing stage further leverages our 
physician marketing efforts. We win medical society sponsorship by recruiting these groups 
to serve on our Medical Society Advisory Board and by creating society-specific forums on 
Physicians' Online that are maintained free-of-charge. The American College of Physicians 
(ACP) (60,000 members), the American Academy of Family Physicians (AAFP) (70,000 
members), and the American College of Cardiology (ACC) (28,000 members) are our initial 
targets. These societies represent physician specialties with the highest prescribing rates - 
together, these physicians account for over half of all US prescription sales. 

Pharmaceutical marketing risk is minimized by securing online advertising commitments 
before making the service available to physicians nationally. Fortunately, Physicians' Online 
does not have to "create a market" for online pharmaceutical advertising either. Physician 
Computer Network and Medical News Network have already demonstrated such a market 
exists. We have identified potential allies who service the micromarketing needs of the 
pharmaceutical industry. Physicians' Online provides a medium which naturally 
complements their micromarketing services by providing true physician-level targeting as 
well as a new source of prescriber-level psychometric data. During our product development 
phase, we are recruiting five pharmaceutical companies to serve on the Pharmaceutical 
Advisory Board. As initial sponsors, they gain substantial goodwill from the publicity 
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generated and are given special co-marketing opportunities such as putting their message on 
each terminal or software start-up screen and getting a time-limited exclusive right to 
distribute on-site terminals through their Hospital-based sales forces. They also have 
influence on our system development and a head start on the learning curve of a significant 
new marketing medium. 

Competitive risk is minimized by keeping the development stage secret, launching an 
aggressive and pre-emptive "first-strike" market strategy to gain early market-share (control 
of the "Physician Desktop"), and retaining that market-share through our dedication to 
membership/customer service, our large installed-base of dedicated on-site terminals, and 
medical society sponsorship. Our launch strategy leverages our pre-emptive "First-Mover 
Advantage" over potential competitors. Control of the "Physician Desktop" creates a 
significant barrier to potential competition. And, as a comprehensive national medical 
information & communications network dedicated to the needs of physicians, readily 
accessible, easy-to-use, and free-of-charge, Physicians' Online presents a formidable barrier 
to potential competition. 



Our Competition 

The introduction of Physicians' Online has a significant impact on five distinct groups - 

I MEDLINE Providers, 

I! Consumer Online Services, 

III Medical Online Services, 

IV Pharmaceutical Marketing Media 

V Pharmaceutical Micromarketing Industry 

Our future is largely dependent on how effectively we anticipate and pre-empt competitive 
responses and our ability to establish symbiotic relationships. 



I • MEDLINE Providers 

MEDLINE is an information product created and maintained by the National Library of 
Medicine (NLM). NLM*s mission is to improve patient care by having MEDLINE widely 
used by physicians. Although access to MEDLINE is provided via NLM's own network 
(MEDLARS) and dedicated communications software (Grateful MED), NLM also licenses 
MEDLINE to commercial online networks, CD-ROM distributors, and private institution- 
based networks. 

The five major commercial online providers include - 

• Maxwell Online (BBS Information Technologies), 

• PaperChase (Beth Israel Hospital), 

• Dialog/Knowledge Index (Knight-Ridder), 

• ' Medis (Mead Data Central), and 

• US HealthLink. 

MEDLINE is also available from several CD-ROM distributors including -- 

• Aries Systems, 

• SilverPlatter, 

• Dialog, 

• BRS, 

• Cambridge, 

• EBSCO, 

• and others. 
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Current vs Potential MEDLINE Market Size 

Since the NLM is not authorized to release the breakdown figures of licensing fees paid by 
private information vendors, the total MEDLINE market size must be estimated. 

In 1991, NLM collected MEDLINE licensing fees for a total of 876,000 online hours 
from commercial networks. NLM's own system provided an additional 324,000 hours 
of MEDLINE Bervice, but since moat physicians use Grateful Med software when they 
use the NLM's Bystem (which reduces online "connect" time to 1/4 of the total time 
spent doing a search), the NLM really provided over 1,000,000 hours of online 
MEDLINE. 3729 CD-ROMs were sold domestically in 1991. We estimate these CD- 
ROM systems contributed at least another 500,000 hours of MEDLINE use. NLM also 
provides unlimited-use site licenses to a few institutions, so it is not possible to 
estimate their contribution to total MEDLINE demand. 

Since most MEDLINE searching is done either by physicians themselves (70%) or for 
physicians by librarians (25%), we know the total physician demand for MEDLINE in 1991 
was around 3,000,000 hours. Commercial online systems charge $18 to $45 per hour and 
CD-ROM systems cost from $700 to $3000 per year. So the total MEDLINE revenue 
collected in 1991 was somewhere between $35 and $45 million. 



MEDLINE Market Size 





Current 


Potential 




50,000 


>500,000 




35,000 


>500,000 
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70% 


100% 




3,000,000 
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As discussed earlier, several factors limit the use of information resources by physicians 
including - cost, ease of use, accessibility, physician time, and physician awareness. These 
are the same barriers that limit MEDLINE use. The gradual erosion of these barriers has 
lead to a steady growth in MEDLINE use and physicians are doing more of their own 
literature searching. Medical schools and hospital training programs are now required by 
certifying boards and credentialing committees to make computerized literature searching available 
on-site. 
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Current Growth in MEPTJNE Use 

The NLM has issued 31,000 search accounts to physicians as of April, 1992. Growth rates in 
MEDLINE use can be estimated by examining the number of searches performed on NLM*s 
system by year. Note the accelerating annual growth rate in MEDLINE use - from 11% in 
1989 to 33% in 1991. This trend suggests that Physicians' Online will facilitate MEDLINE growth 
on top of a pre-existing growth spurt. 




MEDLINE Market Segments 



Segment 


Description 


# MD 


%MD 




Physicians currently using MEDLINE 
themselves. 


50,000 


8.% 


■SSIIIv 


Physicians currently using MEDLINE search 
intermediaries. 


50,000 


8% 




Physicians not using MEDLINE but have access 
to computers. 


150.000 


25% 
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Remaining high-prior rty physicians as identified 
' by the pharmaceutical industry. 


50,000 


6% 




Remaining physicians. 


300,000 


50% 



Each MEDLINE market segment differs in terms of its computer-sophistication, previous 
exposure to MEDLINE, and ability to use MEDLINE and other computerized information 
resources in medical practice. A different approach is needed to market to each segment. 
These marketing issues, as well as other ways to segment our physician market, are 
addressed in detail in our Physician Marketing Plan. 
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In the consumer online services industry, total market size can be measured in terms of total 
online hours. However, total online hours are really created by the number of users and 
their individual usage rates. 

For online systems, there are basically three approaches to pricing - 

• Pay-as- You-Go (or Fee-Per-Use), 

• Fixed-Fee-for-Unlimited-Use, and 

• Free with Advertising Support. 

u Pay-as-You-Go w is a constant disincentive to any user. The clock is constantly running up 
the fee. To minimize expense, individuals try to limit online time by careful planning before 
getting online or using programs that automate online activities through pre-processing 
(CompuServe's Navigator and NLATs Grateful MED are two examples). This pricing method 
is a constant drag on a growing market. 

"Fixed- Fee" strategies are designed to attract high -volume users (market-share), not increase 
the total number of users. The fixed-fee pricing remains a barrier to casual users, but for 
established high-volume users, the savings are obvious. Users are now free to work online 
without the pressure of a running up a large bill. On one hand, total market size is increased 
in terms of increased total use. One the other hand, total revenues are depressed and the 
number of new users hasn't increased. 

"Free" strategies which link online service to other revenue sources such as advertising do 
the most to increase total market size by both increasing the use per user and the number of 
users. All high-volume users start as casual users. Once price is removed as a barrier, then the 
underlying utility of the service becomes the major force limiting its utilization. 



Alternative Online Pricing Strategies 
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Clearly, there is enormous growth potential for MEDLINE use by physicians. As noted 
previously, the gradual erosion of several key barriers are contributing to the current growth. 
In the past, usage fees have been the major factor limiting MEDLINE growth. As with other 
online systems, the same pricing issues apply to the MEDLINE market. While there is still 
tremendous growth opportunity in the MEDLINE market, both in terms of individual use 
and number of users, current MEDLINE providers are competing over existing high-volume 
users through price-cutting without increasing the number of causal users. So at a time 
when MEDLINE use is taking off, total MEDLINE revenues are actually falling. By offering 
MEDLINE for free, Physicians' Online will capture most of the existing MEDLINE users as well as 
create an expanded market by converting non-users into users. 
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Online MEDLINE Source Comparison 
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Without pharmaceutical advertiser support or technical advantage, only a loss-leader 
coupling of MEDLINE to other online products or services can effectively compete with 
Physicians' Online. However, since MEDLINE is currently over 70% of the demand for these 
services, it is unlikely that any other product or service could generate sufficient revenue to 
support this approach. 



Medical Online Services Comparison 
( PRICE/VALUE Comparison^) 
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MEDLINE Source Comparison: Onlino vs CD-ROM 
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The CD-ROM MEDLINE market exists only because of the expense of online systems. CD- 
ROM systems require substantial initial hardware expense and ongoing expense for 
subscription updates. However, these expenses are fixed and not related to usage so they 
offer the most savings to high-volume MEDLINE users. Online systems have lower start-up 
costs and higher per use fees, so online systems offer lower overall cost to low-volume users. 
CD-ROM systems tend to be most cost-effective for institutions while online systems tend to be most 
cost-effective for individuals. 

In recognition of this fact, CD-ROM vendors have sought to differentiate themselves with 
other value-added features such as text-retrieval performance, ease-of-use, and Graphical- 
User-Interfaces. However, by eliminating the cost of MEDLINE and adding our 
sophisticated, yet easy-to-use, graphical search interface, Physicians' Online eliminates the 
CD-ROM's main competitive advantages over online systems. MEDLINE will have to be 
bundled as a loss-leader with other CD-ROM products in order to remain competitive. Again, 
lack of demand for these other products makes this a nonviable option. Only some 
institutional sites and heavy-users with substantial investments in existing hardware and 
software will remain a possible CD-ROM MEDLINE market. 

NLM vs P hysicians' Online 

NLM is not ultimately threatened by Physicians' Online since our missions are 
complementary to increase total MEDLINE use. By making MEDLINE readily accessible, 
easy-to-use, and free-of-charge, we significantly increase the total MEDLINE market size 
and the NLM shares in our success with increased total licensing revenue. 

Summary 

Clearly, Physicians' Online presents the most immediate threat to commercial MEDLINE 
vendors. We effectively challenge these current products based on the high-quality of our 
MEDLINE product, with its simple, yet sophisticated, search interface and its price (FREE). 
Our user-friendly graphical PC software, additional online products & services, and our 
dedicated on-site terminals further leverage our competitive position and create additional 
barriers to protect our share of the "Physician Desktop." 

We have a clear "First-Mover Advantage" by having a pharmaceutical advertising support 
mechanism in place as well as a technical development lead time. Our technical lead time is 
further preserved by our exclusive software development arrangement with ConQuest 
Software Technologies. ConQuest is the current technical leader in the text-retrieval 
market. Their sophisticated text-retrieval software out-performs all traditional Boolean 
systems and they have a technical lead time over rival text-retrieval systems of 2 to 3 years 
with their patented software technology. 
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II - Consumer Online Services 

The Big Three 

The consumer online services market is both emerging and highly competitive. What was 
once a relatively fragmented industry has coalesced into an industry made up of three large, 
mass-market information services. The "Big Three" include Prodigy, CompuServe, and 
America Online. Each has hundreds of thousands of individual subscribers and draws their 
substance from hundreds of information providers and distributors. 

America Online, although the smallest of the three, is the clear technical leader. It has a 
sophisticated and easy-to-use Graphical -User-Interface (GUI) which is mouse and menu 
driven and which runs smoothly on Windows, Macintosh, and DOS. Prodigy and 
CompuServe are both developing similar interfaces to compete with America Online, 



Consumer Online Market Share 

(membership estimates for 1992) 

Other 
5% 



America Online 
7% 




Prodigy 
33% 



CompuServe 
41% 



Source: Alex. Brown 



Mass Market vs Niche Market Strategies 

Following a traditional "publishing* business model, the Big Three ofTer a wide variety of 
low-value/low-cost information products designed to capture the widest range of users 
possible. Marketing strategies are directed toward increasing both market-share and market 
size (increasing both the number of users and their individual use). 

While the Big Three are battling over the emerging mass-market, other online services (such 
as Dialog, Delphi, Lexis, BRS, PaperChase, Newsnet, Dow Jones) are quietly capturing niche 
professional markets. These services offer high- value/high-cost specialized information 
products that service specific needs of carefully targeted users. On a financial basis, targeted 
media consistently out-perform mass market media. This is because the information provided is 
more valuable to the target audience and the advertising is more valuable to companies 
targeting that audience. 

Window of Opportunity: The Medical Niche 

Following a similar niche market strategy, Physicians' Online offers high -value/high-cost 
information products to a specific high -value target audience. Physicians* Online doesn't 
present an immediate threat to the current crop of commercial online systems. However, the 
window of opportunity to capture our niche market may narrow if the Big Three shift their 
marketing strategies from mass markets to niche markets of higher value information 
products and services. 
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Although we have both a technical edge and pharmaceutical marketing support mechanism 
in place, these companies have deep pockets and many other products and services they 
could bundle or use as loss-leaders. We will use our lead time to leverage our "First-Mover 
Advantage" to control the "Physician Desktop" and erect effective physician market barriers. 



Ill • Medical Online Services 

AMA/NET 

Several previous attempts to create online information services for physicians are now 
defunct, including MINET, PHYCOM, and AMA/NET. In 1981, MINET (Medical 
Information Network) was announced by GTE Telenet. In 1983, MINET went online and 
offered three primary services MEDMAIL, PHYCOM, and AMA/NET. MEDMAIL was 
essentially a repackaging of GTE's TELEMAIL service for the medical profession. PHYCOM 
was a pharmaceutical advertiser-supported online service that failed to develop any products 
or services that could attract physician use. AMA/NET offered a comprehensive menu-driven 
package of high-quality but hard-to-use services and databases designed to appeal to 
physicians. MINET and PHYCOM quickly died from lack of physician demand due, in part, 
to the immature PC market. With the AMA's financial backing, AMA/NET lingered on until 
1990, when the AMA claimed it could no longer justify shouldering the ongoing losses. 

One can argue that the AMA abandoned AMA/NET prematurely. The AMA was certainly 
well-positioned to leverage its large membership and computer use by physicians was clearly 
on the rise. However, AMA/NET never had more than 40,000 members - and less than 5,000 
were ever "active" (i.e., used the system more than once). Why? Because AMA/NET was a 
"Fee-per-Use" network » with charges ranging from $38 to $42 per hour! 

US HealthLink 

With the demise of AMA/NET in August 1990, there were no online services dedicated to the 
medical profession until the Spring of 1992. Hard-core physician-users still had the 
MEDSIG Forum on CompuServe, but it's relatively expensive and doesn't offer information 
products and services designed to appeal to most physicians. 

Then, in the Spring of 1992, a resurrected version of AMA/NET, renamed US HealthLink, 
went online. No longer affiliated with the deep pockets of the AMA, US HealthLink is set up 
as a cooperative venture between the Oregon Health Sciences University (OHSU) and the 
IEI Network, Inc., an organization formed by former AMA/NET staff. Otherwise, US 
HealthLink appears identical to the old AMA/NET. When a user signs on to US HealthLink, 
he is greeted by the same old "klunky" interface and the same comprehensive, but hard to 
use, package of services and databases. The list includes MEDLINE, EMPIRES Literature 
Service, MEDICOM Drug Interaction Service, COMTEX Medical News Service, Bulletin 
Boards, Electronic Mail Service, Clipping Service, etc. In addition, there is a selection of 
services from the MGH/Harvard computer network including DXplain, a diagnostic decision- 
support tool developed at MGH. 

The MEDLINE offered is a stripped-down version developed by OHSU. It has a clumsy 
interface and only offers abstracts back to 1987 (A complete version of MEDLINE would go 
back to 1966). EMPIRES (Excerpta Medica Physicians Information Retrieval and Education 
Service) Literature Service is derived from EMBASE, the biomedical bibliographic database 
maintained by Elsevier Science Publishers. This database is much smaller than MEDLINE 
only covering 320 journals since 1989. However, it has a better search interface than the 
OSHU version of MEDLINE. 

So physicians familiar with AMA/NET feel right at home with US HealthLink. What has 
changed is the market strategy. Instead of "Fee-per-Use," US HealthLink offers physicians a 
"Fixed-Fee-for-TJnlimited'-Use" (Unlimited' here means less than 4 hours per month). US 
HealthLink charges a fixed $35 per month ($420 per year) for "Core Products & Service" plus 
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additional fees for "Premium Services" (Support/FaxAlert), Faxes, Full-Text Reprints, 
Personal Clipping Services, and communications cost in excess of 4 hours per month. 

US HealthLink vs Physicians' Online 

The more our system is used, the more money we make .» the more their system is 
used, the more money they lose! 

US HealthLink derives its revenue from a fixed-fee charged monthly to its subscribing 
physicians. This strategy superficially appears to benefit physicians, however, under closer 
inspection, US HealthLink does not truly encourage physician use. From US HealthLink's 
perspective, the most profit is generated by selling monthly contracts (which generate 
revenue) but never actually delivering the service (which generates cost). And, as discussed 
previously, this pricing strategy captures market-share of existing high-volume users, but 
does nothing to attract new or casual users. 

Physicians' Online offers the same products and services as US HealthLink, albeit at much 
higher-quality and for FREE with advertising. Cost is no longer an issue. Since advertisers 
are charged only if the ads are actually viewed ("Pay-per-View"), the more physicians use the 
system, the more money Physicians* Online makes. In other words, we are motivated to 
make our system more useful and responsive to our members needs. US HealthLink makes 
money selling monthly contracts to physicians who don't use the system. We make our 
money when our system is used. 

Although US HealthLink is a competing full-service online information system designed for 
physicians, Physicians' Online has several key advantages, including — 

* (1) Our MEDLINE is complete and has the best search interface on the 
market. 

(2) Our on-site terminals make Physicians' Online conveniently accessible. 

(3) Our dedicated communications software is a user-friendly "Graphical- 
User-Interface" (GUI). 

(4) Our reliance on "Pay-per-View" advertising, rather than membership 
fees, enables Physicians' Online to profitably encourage use by every 
physician - new and causal users, as well as high-volume users. 

(5) Our system delivers superior product, performance, and service and is 
priced to be free-of-charge with advertising or competitively priced 
without advertising. 

(6) Our system has the backing of professional societies. 

(7) Our system delivers its service to "members" not "customers." 

US HealthLink provides a favorable focus for comparison and allows us to "piggyback" our 
membership marketing efforts. Since US HealthLink subscribers pay monthly, not annually, 
there is no penalty for switching immediately to Physicians' Online, Without a major 
technical overhaul to improve their user-interface, overhaul their MEDLINE module, and 
shift their market strategy to an advertiser-supported system, we expect to acquire most of 
their subscribers. 

US HealthLink has approximately 5,000 members and has established a gateway connecting 
an additional 2,000 Physician Computer Network (PCN) members. Physicians' Online is 
well-positioned to capture the US HealthLink customer-base, in part, because we have an 
implementation lead time of at least six to twelve months that provides ample time to erect 
the required barriers. In addition, US HealthLink may be constrained contractually, 
financially, and bureaucratically by their OHSU relationship. 
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Features: US HealthLink vs Physicians 9 Online 
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phvsirian Co mputer Network (PCN) 

Physician Computer Network (PCN) is attempting to establish a nationwide network linking 
office-based physicians electronically with a variety of health-care organizations. As stated 
in their Second Quarterly Report for 1992: Physician Computer Network, Inc. - 

operates a national, interactive, two-way and verifiable electronic 
communications Network linking its office-based Physician Members and the 
healthcare industry. This interactive Network provides both physicians and 
healthcare organizations, such as hospitals, clinical laboratories, Medicare, 
insurance carriers, pharmaceutical manufacturers, managed care providers 
and others with a cost-effective means of information exchange which 
enhances practice administration and increases productivity... Our goal 
remains to create the largest, on-line and interactive Physician Network in 
America. 

As originally conceived, PCN offered physicians a complete medical office management 
system - including software, hardware, training, and support - free-of-charge. In return, 
physicians were required to view 90 minutes of interactive advertising per month and allow 
PCN to retrieve confidential patient information for resale as "anonymous, aggregate clinical 
data.* 



The Four Re lated Business Segments of PCN 

1 - NETWORK SERVICES 

PCN offers a comprehensive medical office management system designed to 
computerize patient records and to generating patient billing, insurance claims 
billing, and wide variety of financial and clinical reports. 

2 - INTERACTIVE MEDIA 

PCN offers the pharmaceutical industry an interactive, verified, "Pay-per-View" 
advertising vehicle that physicians are forced to view for 90 minutes each month. 

3 - COMMUNICATION DATA-LINKS 

PCN offers an online network connecting physician offices to other health-care 
organizations including hospitals, clinical laboratories, managed health-care 
providers, claims clearinghouses, and insurance companies. 

4 - CLINICAL MARKETING DATA 

PCN offers clinical data and market research gathered from the physicians' 
patient records for purposes of obtaining health-care treatment practices and 
observational & post- marketing surveillance reports about pharmaceutical 
products. 



Market Res istance to PCN 

Founded in 1988, the PCN concept attracted strong backing from IBM, several 
pharmaceutical companies, Lehman Brothers, and others. Four years and $50 million later, 
there are still less than 2,000 installed systems and PCN is running out of money. In 
addition, PCN continues to receive a cool reception from physicians. Why ? 

(1) Physicians resist using any media that forces them to view advertising. PCN 
insults physicians by requiring them to spend 90 minutes per month viewing 
advertising and taking quizzes on the ads viewed. 
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(2) Busy physicians value their time as much as their money. So the financial 
savings have to be substantial for physicians to eagerly sign-up for the 
privilege of viewing 90 minutes of advertising per month. 

(3) The PCN medical office system differentiated itself from competition based on 
price alone. Who are PCN's competitors? A rapidly growing and highly 
competitive medical office system market that offers many inexpensive and 
high-quality alternatives to PCN. Over 50 major medical office systems are 
available from well-established companies with a combined installed-base of 
over 50,000 users. These software packages are distributed and serviced by 
the growing legions of small service-oriented medical office system 
companies. These small "Value-Added-Resellers" (VARs) specialize in the 
medical office system market and offer customized packages of hardware and 
software to meet the individual needs of their client physicians. These local 
vendors offer a personal approach to customization and service. Vendors can 
take advantage of the wide variety of high-quality low-cost alternatives to 
IBM hardware (computers, drives, monitors, printers, etc.) and pass these 
savings on to their client physician. In short, they bundle hardware, 
software, customization, training, service, and ongoing support, as complete 
system solutions that effectively compete with PCN in terms of price and 
quality. 

(4) PCN has targeted high-patient volume practices. For large practices, 
computerization pays for itself. Custom computer solutions are a small 
fraction of overall practice costs. Savings are immediately realized through 
better practice management and financial controls. Revenue growth is 
realized through improved claims processing and patient accounts tracking. 
So, for high volume practices, the small savings afforded by PCN is a false 
economic benefit. Large practices can not afford to not have the best possible 
computer system customized to their individual practice needs. And with the 
proliferation of lower-cost medical office systems, computerization is cost 
effective even for solo-practices. Small local service-oriented vendors are best 
positioned to met the medical office system needs of physicians and are the 
major threat to PCN. 

(5) PCN preys on the widespread computer ignorance of physicians. PCN offers 
a single solution to simplify choice for busy physicians. Although a simple 
choice, PCN is not the best choice. Computer savvy physicians realize there . 
is no simple solution. A computer system must meet the unique 
requirements of each physician. Fortunately, computer ignorant physicians 
are not isolated from the computer-sophisticated. Physicians are rapidly 
becoming more computer-sawy, in part, reflecting the computerization of 
society in general. And, as discussed before, physicians are trained to use 
their peers as an information resource. If a physician feels uncomfortable 
with computer technology, he will rely on peers with more computer 
knowledge to guide his purchase decisions. Physicians who have become 
early adopters of computer technology have a tremendous influence on their 
peers and the future direction of medical computing in general. Therefore, by 
failing to win the enthusiasm of computer-sophisticated physicians, PCN has 
lost tremendous market leverage. 

(6) Since PCN's introduction, more strings have become attached to the 
"Physician Member Agreement." Today, in addition to the 90 minutes of 
mandatory advertising viewing each month, physicians must pay up to 
$2,760 per year and sign a guarantee to continue lease payments should PCN 
fail. Where's the incentive? 

(7) Finally, physicians avoid any activity that potentially violates patient 
confidentiality. As stated in their annual report: "PCN, by virtue of our 
Physician Member Agreement, has the right to market the anonymous, 
aggregate clinical data contained in the databases of its Physician Members." 
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How can patient confidentiality be preserved if PCN has regular access to 
patient records? And even if PCN could convince physicians that 
confidentiality is preserved - Can PCN convince the public? Do physicians 
really want patients to know their personal medical records are being traded for 
some computer equipment? For most physicians, it's just not worth it. These 
controversial ethical issues have irreparably distanced PCN from the public, 
the medical profession, and the pharmaceutical industry. 

PCN: A Viable Advertising Med ium? 

Initially, Physicians' Online competes only with the INTERACTIVE MEDIA segment of PCN. 
Strangely, this is the most underdeveloped portion of PCN. A viable advertising medium 
must combine both 



As previously mentioned, PHYCOM was a failed attempt to establish an advertiser- 
supported online network because it failed to develop any information content other than 
advertising. Similarly, PCN has a powerful advertising component without providing any 
information content. In fact, the primary user of the system is the physician's office staff, not 
the physician. So how can you get physicians to view advertising without delivering 
information content? PCN "solves" this problem by contractually obliging physicians to view 
their ads. Basically, PCN pays physicians to view advertising. This heavy-handed approach 
is direct but creates a medium that has no content other than coercive advertising. 

Physicians' Online takes a more traditional approach to attracting its audience. By providing 
physicians with information products and services they can use, Physicians' Online use 
becomes a natural component of the health-care delivery process. By moving to the background 
and being targeted to the individual user, Physicians' Online's advertising is transformed 
into another useful information resource that is always available when needed not a 90 
minute interruption every month. 

Network B uilding Strategy 

While both PCN and Physicians' Online share an ambitious mission, the real issue is - "How 
to get there?" Two distinct network building strategies have emerged -- PCN vs Physicians' 
Online. 

The PCN strategy relies on the installation of complex and costly office management systems 
that link physician offices to the PCN network. These systems are primarily used by office 
staff. Physicians only use the system for the mandatory monthly viewing of advertising. 
While this strategy produces contractually captive customers with high system -switching 
costs, their competitors have a large installed customer-base with similar high system- 
switching costs. Since PCN^ ability to capture existing market-share is limited, PCN is 
forced to compete with many well-established medical office system vendors in order to 
capture a share of the remaining physician offices yet to be computerized. With a limited 
number of captive physicians, PCN faces an uphill battle in attracting the many participants 
and the capital needed to establish a true national medical information & communications 
network. 

The Physicians' Online strategy relies on the installation of simple and low-cost software in 
existing computer systems and the placement of low-cost and easy-to-use dedicated terminals 
at convenient sites in the health-care environment that link to the Physicians' Online 
network. Physicians' Online is used exclusively by physicians and provides information & 
communication services on demand and at point-of-need. Physicians' Online provides a very 
attractive alternative for the existing installed-base of competing online information 



(1) 



an information component (content) — tailored to the needs of a target 
audience and 



(2) 



an advertising component — tailored to the needs of advertisers 
targeting the same audience. 
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providers who currently face low switching costs. In turn, Physicians' Online creates high 
customer switching costs due to its pricing, technology, products, alliances with multiple 
organizations, CME credits, membership services, and support With an ability to serve 
every practicing physician, Physicians' Online can attract the critical mass of participants 
and capital needed to establish a true national medical information & communications 
network. 
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Additional Obstacles for PCN 

PCN*s stated goal is to install over 15,000 office systems by 1995. Even if PCN manages to 
convince enough physicians to sign-up, serious obstacles remain — 

(1) Management distraction due to recurring financial restructuring requirements. 

(2) Loss of flexibility due to complex financial structure. 

(3) Limited financial capability due to excessive debt and impending liquidity crisis. 

(4) Existing bad-will with "stakeholders" including physicians, pharmaceutical 
companies, data-link partners, and investors. 



Stakeholders 1 


Issues 


Physicians 


• Financial Commitment 

• Public Relations 

• Ethical Issues regarding confidential patient data 

• Coercive and Insulting Advertising Format 


Pharmaceutical Companies 


• Failure to meet charter sponsors' expectations 

• Limited Market Penetration 

• Financial Wherewithal 


Data-Link Partners 


• Warrants issued have lost value 

• Viability: New Program Credibility 

• Financial Wherewithal 


Investors 


• Deteriorating stock price 

• Impending defaults on debts 

• Where will additional capital come from? 



In Summary 

The key to success for any national online health-care network is to win the support of the 
medical profession. Using "free" medical office systems as its entry point, PCN has 
attempted to build physician support through bribery. Due to poor financial performance, 
PCN has been forced to add physician fees, thereby eliminating the "free computer" 
incentive. In a highly competitive medical office system market, the PCN system must now 
compete based on quality and service, not cost So far, PCN has spent over $50 million to 
connect less than 2,000 office sites to their network. After spending over $25,000 per office, 
PCN still has less than 5% of the medical office system market 

As part of its shifting strategy, PCN is now placing a greater emphasis on other network 
capabilities in order to diversify revenue sources beyond "Pay-per-View" advertising. No 
wonder. With a network reaching less than 1% of physicians, PCN*s ability to build an 
effective online advertising medium is limited. Without physicians, PCN has no product To 
be an effective advertising medium, you need subscribers. PCN*s key to success remains -- it 
must attract more physicians. 

In the face of negative publicity, unanswered ethical issues, floundering finances, and a cool 
reception by physicians and the pharmaceutical industry, Physician Computer Network has 
a precarious future. However, PCN's difficulties provide Physicians' Online with valuable lessons 
and validate our unique physician market strategy. 
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We foresee that, due to « 

(1) the large Net Operating Loss carry forward of $50 million, 

(2) existing contracts with service providers, and 

(3) small but significant installed-base of users (less than 2,000) 

at some point, PCN could be an attractive acquisition target for Physicians' Online. 



Medical So ciety Online Systems 

Most medical societies are exploring ways to offer online bulletin board systems (BBSs) for 
their members. Although more cautious than the AMA, the American College of Physicians 
( ACP) has been a leader in this area. They have been influential in dramatically improving 
the quality of medical abstracts found in MEDLINE by creating a logical format which is now 
the standard followed by most medical writers. They recently started RESNET, a online 
system for medical residents that uses a subset of the CompuServe system. In April 1992, 
the ACP introduced the "ACP-NLM Flat Fee Program." ACP members can have virtually 
unlimited access to the NLM network via Grateful Med software for only $200 per year. 
Although plans have not been made public, ACP was recently granted a trademark for "ACP 
Online." Clearly they are preparing for a more comprehensive online system. 

As AMA/NET clearly demonstrated, medical society online systems face the same barriers to 
success as other online systems. Physicians' Online enables medical societies to safely 
establish their own online systems on our network. For a participating medical society, we 
develop and maintain their Medical Society Forum on Physicians' Online. Medical Society 
Forums are complete BBS systems and have all the same features available on Physicians' 
Online including their own membership, E-mail systems, bulletin boards, libraries, etc. 

Note: Medical society support for Physicians* Online does not imply medical society 
endorsement for online advertising. Physicians* Online functions the same whether or not 
the advertising-support features are turned on. The choice of whether or not to turn on the 
advertising is left for the individual physician to decide. Physicians may chose to turn off 
the advertising features at any time and assume the cost of services provided. 



IV - Pharmaceutical Marketing Media 

Pharmaceutical Marketing Market 

In 1991, $63 billion of prescriptions were written by less than half a million physicians -- over 
$150,000 per physician. Pharmaceutical companies currently spend approximately $5 billion 
dollars annually on the sales and marketing of drugs and an additional $2 billion dollars on 
the distribution of free drug samples « over $15,000 per physician. These marketing and 
sales activities include — 

• sales calls to physicians by manufacturers' sales representatives, 

• professional journal advertising, 

• direct mail and telemarketing communications to physicians, 

• distribution of free drug samples to physicians, 

• marketing and sales research, etc. 

The largest prescribing specialties are internal medicine, family practice, general practice, 
and cardiology. Together, these specialties accounted for over half the prescription sales in 
1991. In 1961, there were 656 drugs available by prescription in the US - today there are 
over 8,000. This has created a marketing "din," as a plethora of products are vying for the 
limited attention of busy medical professionals. Increasing competition, falling profit 
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margins, and increasing marketing costs have created an acute need for more careful market 
segmentation and targeting of pharmaceutical marketing campaigns. 



Current Pharmaceuti cal Marketing Mix 

Physicians' Online competes with other advertiser- supported media to secure a share of the 
pharmaceutical marketing pie. Our objective is to establish Physicians' Online advertising 
as a generally accepted part of the standard "Pharmaceutical Marketing Mix.* Our medium 
is positioned to complement, not compete, with other media in the overall pharmaceutical 
marketing mix. 

The Current Pharmaceutical Marketing Mix 

Field -pit 
p eD c Radio 
MedicalJournals * | y Magazines 

Direct Mail 



\^ \ J / / Newspapers 



Brochures ^^^Qv \ I / / 



Friends 



Drug Samples — Peers 



Conferences General 
, , _ Climate 

Clinical Trials 



Patients 



Telemarketing / 

Ad Word of Mouth 
Surveys _ 7°. . 

Specialties 

Gifts Services 



The extremely competitive nature of pharmaceutical marketing assures rapid acceptance of any new 
medium that effectively targets physicians. Pharmaceutical marketing appears to be ruled by a 
herd psychology: "So go the Competition - So go We." Pharmaceutical companies can not 
neglect any marketing method that might give competitors an edge. 

The merest possibility of a new medium attracts widespread interest by the pharmaceutical 
industry. Witness Medical News Network (MNN), scheduled for launch in the Spring of 
1993, Whittle Communications claims to have raised over $100 million in pharmaceutical 
advertising commitments for this new multimedia project. To date, MNN can't claim a single 
physician user. And, even in the face of negative publicity, unanswered ethical issues, 
floundering finances, and a cool reception by physicians, Physicians Computer Network 
(PCN) successfully completed an IPO for $36 million in 1991. PCN has already spent over 
$50 million to connect less than 2,000 office sites to its network » over $25,000 per physician! 

So, new media products will continue to proliferate as long as there remains such a large 
market opportunity. The media companies that serve this industry are well-capitalized. 
They are all well -positioned to leverage their existing pharmaceutical client-base to sponsor 
new media opportunities as they arise. 

As a relatively undercapitalized "dark horse" entrant, Physicians 9 Online must leverage its 
"First-Mover Advantage" by rapidly creating barriers to ward off these well-positioned and 
well -capitalized competitors. Only one barrier can really protect us — 



a completely satisfied physician membership. 
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The key to our success is ABSOLUTE DEDICATION TO "CUSTOMER" SERVICE - 

(1) Physicians must feel like "members* not "customers." 

(2) Physicians must view Physicians' Onlineas a quality information service that 
maintains the integrity of its information products and clearly separates the 
needs of physicians from the demands of pharmaceutical advertisers. 

(3) We must nurture our ongoing member relations by offering onfy the highest 
quality products, services, and support. 

Our satisfied members become our most potent marketing weapon by recruiting new 
membership, leveraging our marketing into new clinical sites, and securing our market-share 
against future competition. ("Why switch? Physicians' Online is great, friendly, free, and 
ours;" "How many high-quality, fVee-of-charge, medical information services do you need?") 

As a national "medical information utility," our goal is to position Physicians* Online as a 
"natural monopoly" by leaving no opportunity for competition to exploit A steady stream of 
new products & services, dedication to membership service, professional society 
endorsements, and a large installed-base of on-site terminals make Physicians' Online - 
difficult to duplicate, even for large well-heeled media companies. 



Whittle Communications' Medical News Network (MNN) 

While little detail has been revealed about Medical News Network (MNN), company officials 
confirm that Whittle will begin pilot testing an advertising-supported "News and Continuing 
Medical Education" system for physicians in the spring of 1993. This non-interactive 
broadcast information system will be delivered via television to the physician's office. 

Consistent with Whittle's previous efforts, MNN will be an extremely costly endeavor with 
the most significant investment being in the areas of programming and broadcasting. It 
appears the system will broadcast its programming in a flexible format similar to "Pay-per- 
View" television in order to register physicians for CME credits and audit audience 
participation. Presumably, MNN will match its advertisers with their intended audience. 

Potential Obstacles for MNN 

While Whittle has pre-sold all the advertising slots for the first year, MNN faces a number of 
physician and advertiser acceptance issues - 

{ 1) Given the peripatetic nature of patient care, the physicians' office may not be 
the most suitable place for such viewing. In fact, physicians may prefer to 
continue to receive such programming through the existing lunch or vacation 
conference formats. 

(2) Physicians may prefer to earn CME credits in a more interactive or self- 
directed educational environment. 

(3) If physicians can't flexibly schedule MNN viewing to coincide with their busy 
schedules, this system will fail from lack of viewers - indicative of yet 
another advertiser-supported service that was insensitive to the needs of 
physicians. 

(4) Since all the advertising space for the first year is sold-out, many companies 
will be excluded from participation. This exclusion creates an opportunity for 
another competitor, like Physicians' Online, to attract interest 
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An Expanded Marl^f , Opportunity Created bv MNN 

Given the cost of developing and maintaining the MNN system and given that the system 
requires changing physicians' habits, it is not clear MNN will prove cost-effective for 
advertisers. While MNN publicity will increase general awareness of alternative media and 
promote pharmaceutical company acceptance of new media, Physicians' Online, with its cost- 
effective micro-marketing approach and sophisticated precision-targeting features, will 
greatly benefit from Whittle's investment and educational efforts. 



Emerging Pharmaceutical Micromarketing Industry 

Pharmaceutical marketing in the 1990s is trending towards micromarketing. The four 
characteristics making the pharmaceutical market conducive to micromarketing are: 

(1) measurability — the potential and actual market size of the specific drugs 

being marketed can be determined; 

(2) accessibility -- physicians, the purchasing decision maker in this industry, 

can be targeted; 

(3) profitability ~ pharmaceutical companies spend $7 billion annually in the 

US on sales and marketing and drug sampling; and, 

(4) stability -- the pharmaceutical industry is recession-resistant. 

The principal objectives of micromarketing and sales research information are -- 

(1) to enable pharmaceutical manufacturers to compensate their sales 
representatives based on geographic sales or prescription activity, 

(2) to quantify individual product sales and prescription levels, and 

(3) to direct their marketing and selling activities to specified or selected 



Currently, approximately $500 million annually goes towards the purchase of prescription- 
drug information. Two companies have historically dominated the prescription-drug 
information market: IMS and Walsh International. Both companies offer drug-information 
products based on pharmaceutical sales data segmented by zip code. In other words, they 
provide prescribing information that is aggregated geographically, not at the individual 
physician level. This creates a market opportunity for prescriber-level data. 

MMG (Medical Marketing Group) and PMSI (Pharmaceutical Marketing Services, Inc. -- a 
Walsh International spin-off) are both emerging companies that are setting new standards in 
pharmaceutical micromarketing. They have both developed physician-specific profiling 
databases. By slicing their data in a variety of ways, they have developed a series of useful 
marketing information products that enable pharmaceutical companies to direct their efforts 
to influencing the prescribing habits of specific physicians. These sophisticated 
pharmaceutical marketing support tools, based on prescription data, track the prescribing 
behavior of any targeted market segment down to the individual physician. 



Limited SupdIv of Me dia Targeting Specific Physicians 

While these new prescriber-level marketing tools provide a powerful means to target 
pharmaceutical marketing efforts, the supply of media targeting physicians at an individual 
level is limited. 



V - Pharmaceutical Micromarketing Industry 



groups of physicians. 
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• directing sales representatives, 

• direct mail campaigns, and 

• telemarketing efforts. 

Prescriber-level targeting tools are available but the supply of true prescriber-level targeted 
media is limited. In fact, the prescriber-level data market leader, MMG, is attempting an 
aggressive acquisition strategy designed to increase the demand for their services by creating 
a new supply of media which target physicians based on their prescriber-level database. 

The need for more careful market segmentation and targeting of marketing campaigns 
have lead to a proliferation of both traditional and newer non-traditional mediums to 
reach physicians. Drug companies have provided increased advertising support for 
newer marketing mediums especially those which target their markets more 
selectively. This has caused an increasing shift of the $400 million dollars per year 
devoted to traditional journal advertising, as pharmaceutical firms become 
increasingly receptive to these newer advertising vehicles. They are actively looking 
for new means to reach physicians. 

("Medical publications under siege from *new media*" Publishing News , May 1990, p. 44.) 

This trend is our market opportunity. Physicians' Online provides a medium which naturally 
complements pharmaceutical micromarketing services by providing a true physician-level 
targeted medium. An alliance with a prescriber-level prescription data provider allows us to 
strengthen our targeting features by including direct "prescription behavior targeting." In 
addition to targeting by demographics and context, physicians can also be targeted by their 
specific drug prescribing practices. 

Limited Psychometric Data Sources 

Pharmaceutical micromarketing companies are also exploring alternate sources of relevant 
prescriber-level marketing information other than prescription data — 

(1) to enhance the overall predictive value of their marketing tools and 

(2) to decrease their strategic dependence on providers of raw prescription data. 

One approach is to add "attitudinal" or "psychometric" data to their products. However, this 
data is currently compiled from relatively primitive, survey data. 

Physicians' Online offers a source of proprietary prescriber-level psychometric data that is 
continuously generated from online user activity. Our prescriber-level psychometric data can be 
combined with prescriber-level prescription data to create new marketing tools which not only track 
but also predict physician prescribing behavior. 

New Source for Pres criber-level Prescription Data 

Initially, Physicians' Online will not enter the prescription data market which is currently 
dominated by IMS, Walsh, and Medco. However, with the advent of hand-held, pen-operated 
computers with cellular data network capabilities, we are well-positioned to offer 
prescription fulfillment services and thus become an independent source of prescriber-level 
prescription data in addition to our psychometric data. 

Drug Sampling Services 

An estimated $2 billion worth of free drug samples are distributed annually via drug 
manufacturers' sales forces. However, increased Federal regulation requires documentation 
of the final destination of these samples and forces drug manufacturers to track these 
samples more closely, thus creating another market opportunity. Through our ad linkages, 
drug detailing boards, and special E-mail offerings, drug sample fulfillment services are 
conveniently offered electronically to physicians, thus automating both the fulfillment 
process and the required record-keeping. 
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Pharmaceutical marketing practices have come under increasing scrutiny. Pharmaceutical 
advertising, marketing, and promotional practices have drawn critical fire during recent 
hearings held before the Senate Committee on Labor and Human Resources. Legislation 
strengthening the Food and Drug Administration's (FDA) authority to police drug company 
promotional activities has been proposed. 

In an effort to pre-empt the creation of formal legislation by a gesture of self-regulation, the 
Pharmaceutical Manufacturers Association (PMA) and the American Medical Association 
( AMA) issued guidelines outlining acceptable and unacceptable promotional practices. Other 
professional societies, including the American College of Cardiology (ACC) and the American 
College of Physicians (ACP), have issued similar guidelines. 

AMA Ethical Guidelines on Drug Industry Gifts 

(adopted December 1990) 

Unacceptable gifts 

• Cash 

• Subsidies for travel, lodging or personal expenses or in compensation of time spent for 
physicians attending conferences or meetings. 

• Payment for token consulting or advisory services. 

• Gifts with "strings attached," such as those given in relation to a physicians' prescribing 
practices. 

Acceptable gifts 

• Gifts with educational value, such as textbooks. 

• Work-related gifts of minimal value: pens, notepads and penlights. 

• Subsidies to underwrite the costs of continuing medical education conferences or 
professional meetings. 

• Scholarships for medical students, residents and fellows to attend educational 
conferences, as long as selection is made by their academic institutions. 

• Reasonable compensation and reimbursement of expenses sustained by consultants. 

• Modest meals, usually in conjunction with educational programs. 

These guidelines have forced the discontinuation of certain practices and the modification of 
many others. 

For example, 

in 1988, $165 million was spent by pharmaceutical companies to pay for 
physicians and their spouses to attend meetings in resort spots such as 
Monte Carlo and Palm Springs, complete with entertainment such as cruises 
and golf outings. 

Such practices, as well as cash subsidies, clinical "research" grants, and other valuable gifts 
"with strings attached," have been dramatically curtailed. Leveling the playing field of 
"unsavory" marketing practices has freed up marketing dollars to invest in other promotional areas. 

The FDA is also being pressured to create stricter regulations regarding the degree of 
product disclosure information included with pharmaceutical advertising. Several studies 
have pointed to the lack of adequate product disclosure information and the widespread use 
of dangerously misleading product messages included in many pharmaceutical marketing 
campaigns. 

How do these regulations effect Physicians* Online? 

( 1) Physicians ' Online is the only advertising medium that complies with the spirit of FDA 
disclosure regulations. With Physicians' Online, online advertising is not only 
linked to complete FDA product information but also to relevant medical 
literature, pharmaceutical detailing databases, independent USP drug 
information, and fulfillment services. 



\y-~*- \\::::\\ v^. \c;:m v::^ 



Physicians' Online IV - The Market Strategy I 46 

(2) Physicians' Online terminals and dedicated software are clearly of educational value, so 

their distribution by sponsoring pharmaceutical companies doesn't violate any 
ethical guidelines. 

(3) Our online "advertising sheir enables us to clearly distinguish between promotional 
messages and information products. Our information products are not 
contaminated, in anyway, by promotional material. 



Our Growth Strategy 

Online advertising enables Physicians' Online to deliver virtually any information product or 
service, tree-of-charge, to physicians, while paying royalties to third-party information and 
service providers. Our growth is fueled by our strong cash-flow position and our ability to 
encompass new "micro-information niches" by incrementally adding new products & services 
and serving new elements in the overall "Medical Information Grid". By connecting medical 
professionals, pharmaceutical companies, pharmacies, medical information & service 
providers, hospitals, laboratories, offices, insurance companies, and, ultimately, patients, 
with a national electronic communications network, Physicians' Online becomes a platform- 
independent "distribution system" which maintains growth by "feeding it" a steady stream of 
new information products and communication services. 



Network Expansion to a Comprehensive Medical Information Utility 




Physicians' Online is also well-positioned to leverage its physician membership to exploit the 
huge market opportunities that will open with the imminent introduction of low-cost, pocket- 
sized, pen-operated computers able to connect wirelessly to national cellular data networks. 
Prescription fulfillment services, prescription data, pharmaceutical marketing services, 
patient laboratory data, insurance claims processing, personal pager services, 
communications services, FAX networks, etc. will all be within easy striking distance. 
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Summary 



To provide a comprehensive solution to the overwhelming information 
retrieval and communications problems of today's physician is both our 
challenge and our opportunity. 



Physicians' Online is dedicated to serve the information and communications needs of 
physicians and the marketing needs of the pharmaceutical industry. 

Physicians' Online initially distributes third-party produced information products and 
services, on demand, at point-of-need, and free-of-charge, to member physicians while 
simultaneously providing the pharmaceutical industry with a sophisticated, cost-effective, 
precisely-targetable, fully-accountable, non-coercive, risk-free, "Pay-per-View" advertising 
medium. 

Physicians' Online is well-positioned to become the leading communications conduit through 
which all health-care transactions are routed. 
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On-line Membership Sign-up Procedure 
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"800" Membership Sign-up Procedure 
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Basic Information 

(name / address / phone / etc.) 



sill 



I 



Necessary Equipment? 

(software / modem / computer ) 



Area Code / Phone Number of 
User's Terminal /PC? 




Site Information 

(Hospital / Library / Clinic / ER) 



Special Offers 

Software 

Modems 
Terminals 
Computers 

Printers 

Supplies 



On-Site Administrator Info 

(Register Responsible Party) 



Assign Local Network 
Access Phone # 



Process Request 

(Free Terminal Or Purchase) 



Review Log-On Procedure & 
Communications Parameters 
with user 





Send Follow-up Information 

Membership Materials, 
Dedicated Software, Etc. 
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Online Advertising Features 



Features 



Benefits 



NO RISK Advertising 

"Pay-per-View" Advertising 
"NoView...No Pay" 



Unlike other advertising media, Physicians' Online only 
charges advertisers for ads actually viewed ! If no one views 
your ad...you pay nothing. True Tay-per-View" advertising. 
So you risk nothing by advertising on Physicians' Online. 

You receive a full accounting of all advertising activity and 
pay only for what was actually seen by your target audience. 
This makes Physicians' Online the most cost-effective and 
fully-accountable marketing medium to target physicians. 



Precise Physician Targeting Each member fills out a complete online demographic 

questionnaire when he signs on for the first time. Whenever 
he signs on to the system, he is identified by his 
membership number (social security number) and password. 
So the system knows at all times, who is calling and 
demographically important information about each 
individual member. 

For example, if a company wants to market a product just to 
cardiologists who practice angioplasty in St. Louis, it can 
selectively "narrowcast" the message to just these 
individuals. 



Precise Message Targeting A product message can also be selectively varied by target 

segment. 

Messages Tailored to Each 

Segment If a product is used by different specialties for different 

reasons, the product message can vary depending on who is 
viewing the ad. 

In other words, product features of interest to infectious 
disease specialists can be shown to them while different 
features can be shown to gastroenterologists. 



Cost-Effective At 7.5c per 15 second ad, you get 15 messages guaranteed to 

be viewed, for the same price as a single letter that is 
usually thrown out unopened by the same physician. 

E-Mail messages, at 500 each, are less than half the price of 
a typical postal mailing...and E-Mail is not thrown-out 
un viewed! 

Drug detailing databases, at $18 per hour, are a full order of 
magnitude less than an average "detailing" sales call which 
currently costs over $200. 



Receptive Audience Physicians' Online members go online for computerized 

clinical information. 90% of physician online time is 
Suggestible State of Mind devoted to using clinical information databases. 30% of that 
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time is spent on drug information databases. 65% of that 
time is spent on MEDLINE. 60% of MEDLINE activity 
involves patient care problems and 40% involves therapy. In 
other words, physicians are looking for drug or therapy 
information over 60% of their online time. 

So you have a influential physician, staring at a computer 
screen, actively seeking information about therapy...Not a 
bad time to suggest a new product or remind him about an 
old product! 

And, as "early adopters", Physicians' Online members are, 
by nature, more receptive to new products and ideas. 



Associative Conditioning Tool Physicians can be conditioned to form mental associative 

links between a product and a clinical situation. These can 
Create Powerful "Prescribing be created using online messages which couple a product 
Preference" Reflexes in the Minds name with a brief yet descriptive "point line." Using 15 
of Targeted Physicians second ads, messages flash into the physician's mind 4 times 

per minute or 80 times during an average 20 minute 
MEDLINE search. Although the physicians may not be 
primarily concentrating on the advertising, the ad changes 
are always noticed, if only briefly. Through frequent online 
reinforcements, associative links can be built into the minds 
of targeted physicians. So, whenever a physician 
encounters that clinical situation, the associated product 
comes to mind first 

The essence of effective pharmaceutical marketing is 
Associative Conditioning ~ To be the first product that pops 
to mind when confronted with a therapeutic decision. What 
could more powerfully influence physician prescribing 
behavior than being the first drug to pop to mind? The 
ultimate "point-of-sale" influence is carried in the mind of 
the potential customer. 



Professional 6oodwlll Since Physicians' Online is so newsworthy, we anticipate 

extensive coverage by the medical press. This publicity 
along with medical society support and early co-marketing 
efforts, brings high visibility to Physicians' Online and its 
early pharmaceutical supporters. 

By being identified as supporters of a service which brings 
physicians so much for so little, participating 
pharmaceutical companies enjoy treimendous professional 
goodwill. 



Market Leverage: 

Member characteristics 

• early adopters 

• influential 

• receptive 

• high prescribes 
Physicians' Online members 
Extend Marketing Reach 



Physicians who regularly use MEDLINE literature search 
services are "Medical Opinion Leaders" and high 
prescribers. Their opinions are sought out by their peers 
since they are assumed to be the most knowledgeable and 
current with the literature. 

Physicians who use computers are "early adopters" of new 
technologies and products and therefore the trendsetters of 
their profession. As professional trendsetters, Physicians' 
Online members extend the reach of any marketing 
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effort by influencing the rest of the profession. By their 
nature they are also more receptive to new products and 
ideas. 

By marketing to Physicians' Online members, 
pharmaceutical companies can leverage their marketing 
dollars by reaching the most influential members of each 
target segment. So capturing these influential physicians 
leverages marketing efforts beyond their numbers to the 
rest of the profession. 



Ad-linked Features - 

Electronic - 

• Drug Detailing 

• Fulfillment 

• Customer Support 



Online advertising can be targeted by any demographic 
characteristic down to the specific physician. Messages can 
be targeted through "static demographic links," dynamic 
"context-sensitive links," and "prescribing-practices links." 

In addition to the automatic linkage to FDA drug disclosure 
data, pharmaceutical companies can link their 
advertisements with a number of other features. 



Online ads can be linked to - 

- relevant MEDLINE abstracts 

full text database of supporting literature 

- other online full-text databases 

- drug detailing databases 

- other drug information databases 
-- pharmaceutical company forums 
-- real-time ad response monitoring 

- online surveys 

-- online customer service support 

- E-mail to contact the company directly 
-- Fulfillment Functions 

- drug sample requests 

- detail man follow-up requests 

- further drug information 

Ads can be linked to specific MEDLINE abstracts so that an 
specific ad is shown whenever a specific abstract is 
retrieved. In addition to static links, dynamics links can be 
created that link ads to specific search concepts. Whenever 
a specific concept is invoke by a physician, a specific ad can 
be displayed (context-sensitive links). Precision targeting 
transforms online advertising into useful information because 
ads are now relevant to the viewing physician. 



Electronic Direct Marketing 

MEMBER/ALERT Services 

• E-Mail 

• FAX/NET 

• Regular Mail 



The full range of MEMBER/ALERT services offered by 
Physicians' Online is available for use by pharmaceutical 
companies. Electronic and direct mail services include E- 
Mail, FAX/ALERTS, MEMBER/ALERT Postcards, and 
special direct mail services. Through any of these means, 
messages can be sent to any demographically definable 
physician segment 



Direct Physician Communication 



In addition to targeting advertising and other electronic 
messages, full E-Mail and "live" conferencing capabilities 
allow companies to communicate directly with individual 
physicians. 
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Company Forums Pharmaceutical company forums allow companies to focus 

and coordinate their online activities through the use and 
maintenance of company-specific detailing databases, E- 
mail services, customer support, fulfillment services, special 
announcements, bulletin boards, etc. 



Single-Sponsor Services Companies may also exclusively sponsor specific online 

events such live conferences, special interest information 
services, etc. 



Pharmaceutical Advisory Board In addition to a responsive customer service and sales 

support team, pharmaceutical advertisers have an 
opportunity to directly influence the direction of Physicians* 
Online through membership on the Pharmaceutical 
Advisory Board. 



With industry-wide estimates of over $200 per sales call arid 
limited opportunities to reach busy physicians, any method 
that cost-effectively increases total physician contact time is 
valuable to the pharmaceutical industry. 

Pharmaceutical sales reps can have personal online 
memberships to Physicians' Online - giving them full access 
to online services including E-Mail, sales call follow-up, 
advertising placement, etc. 

Physicians traditionally receive small gifts from "drug reps" 
when they make sales calls. Detail men are always looking 
for low-cost items of value to physicians that convey an 
advertising message. Free membership packets, software, 
and dedicated terminals make perfect gifts that 
pharmaceutical representatives can distribute to physicians 
and hospital sites in their market territories. 

Terminals, membership packets, and software can be 
further customized with the name of the company, 
pharmaceutical representative, or any other special 
advertising or message. 

Start-Up Screens on the terminals can be customized to 
show any message at start-up such as the name of the 
company donating the terminal. The start-up screen can be 
used to directing physician to use the online company forum 
to contact drug reps, get information, order samples, etc. 

By encouraging the use of Physicians' Online, 
pharmaceutical reps extend their total physician contact 
time through the use of electronic mail facilities and other 
services directed to their specific physician-clients, and 
generate goodwill in their established and potential 
customer-base. 
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Company Sales Force Support 

Sales Reps Online 

Advertising Specialties 

♦ Membership Packets 

♦ Software 

♦ On-Site Terminals 
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Real-time Market Intelligence Physicians' Online Psychometric Data Sources 

MEDLINE Database itself 
« MEDLINE Usage Data 

- Concept Frequency Data 
Advertising Response Data 

- Specific Survey Data 

Powerful new market research tools can be developed from 
these new psychometric and market data sources. Our 
continuous real-time market intelligence provides powerful 
measures of changing market trends. 



Any online behavior, such as utilizing options for more drug 
information, can be tied to specific message displays. The 
response rate to different messages can be used to identify 
and differentiate unique concerns of different market 
segments. Other promotions and market strategies can be 
fine tuned using response rate data. For example, does a 
message which emphasizes an new antibiotic's coverage of 
gram negative bacteria interest an infectious disease 
physician more than its low incidence of renal toxicity? 

Complete online activity data allows advertisers to test the 
efficacy of different advertising approaches by monitoring 
the online behavior of targeted physicians. 



MEDLINE Trends Using MEDLINE as a starting point, powerful new indices 

can be constructed and used to generate both periodic and 

Monitor future medical trends customized reports that monitor changing market trends. 

For example: 

CONCEPT FREQUENCY INDEX 

Concept indexes coupled with citation frequency will 
generate data concerning overall changing trends in the 
medical literature over time. Shifting concept frequency 
trends in the medical literature reflect changing future 
trends in clinical practice. This information identifies 
early market trends, anticipates changing demand, and 
recognizes potentially significant new areas of research, 
as well as new applications of existing drugs. These 
concept indices will routinely screen the most forward- 
looking terminology « for use in advertising and 
promotions. 

AUTHOR/ CITATION FREQUENCY INDEX 

Authors of journal articles will be indexed by 
publications, field of research, etc. This database will 
generate data on the most influential researchers by 
various criteria such as area of research, numbers of 
publications, number of times research is cited by 
others, etc. By identifying the most influential 
researchers, research support moneys can be allocated 
to maximize leverage of research and marketing efforts. 



Online Test Marketing 

Monitoring Online Behavior to 
Test and Adjust Market Strategies 
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Online Search Behavior By tracking what questions physicians are asking, 

Physicians' Online has a real-time proprietary database of 

Physician Psychometric Data the clinical concerns of physicians which can be analyzed by 

any demographically definable physician characteristic. 

This database enables the pharmaceutical industry to track 
the changing clinical concerns of their target markets and 
adjust their marketing strategies accordingly. 

Online search behavior data provides "focus group" type 
data, but at a greatly reduced cost and higher significance 
because it monitors what physicians are actually doing.. .not 
what they say they are doing. 

Physician psychometric data from Physicians' Online allows 
pharmaceutical companies to design effective marketing 
strategies by developing and marketing products that met 
the changing concerns and need of physicians. 

By coupling this data with prescribing practices data, the 
pharmaceutical industry now has a complete and potent 
marketing methodology available to them. 



Special Direct Online Services For pharmaceutical companies who want to expand their 

direct day-to-day control over this new medium, a 
customized system will allow them online access to monitor 
advertising activity , place new ads, maintain company 
forums, process electronic mail, process online fulfillment 
requests, etc. 



Full sales force computer network out-sourcing services are 
also available. 



Dedicated Account 


A dedicated sales staff and customer support team aids 


Representatives and Customer 


clients in tailoring their online marketing activities to meet 


Service Staff 


their specific marketing objectives. 


Account Information 


Each advertiser gets an account statement that gives a 




complete accounting of ads viewed. This report can be 




customized to yield useful market information. 



Online Surveys A traditional survey approach can be taken as well. These 

real-time surveys can be conducted either directly or 
indirectly. These surveys can be designed quickly and the 
target audience selected by any criteria with the results 
available within a few days. The online market survey 
becomes a simple yet highly responsive management tool. 



Customized Account Information Special Customized Ad Activity Reports will yield useful 

market information. For example, "Who actually viewed 
that ad" can be summarized by any targeted demographic 
characteristic. 
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**#**#*****************************#****** 

Notice of Confidentiality & Disclaimers 
****************************************** 



The information contained in this plan ("Confidential Information") is highly 
confidential and is the proprietary information of Physicians' Online, Inc. 
("Company). 

The taking and review of this plan by a prospective investor or other reader 
constitutes the agreement on the part of such person to keep the Confidential 
Information strictly confidential and not to use or disclose the Confidential 
Information in any manner without the Company's prior written consent 

Any reproduction of this plan, in whole or in part, without the prior written 
consent of the Company, is prohibited. 

This plan does not constitute an offer to sell any securities. Any such 
solicitation will be undertaken only under appropriate documents and 
pursuant to all applicable securities laws. 

The plan set forth herein is believed by the Company to be reliable to the best 
of its information. It must be recognized, however, that projections and 
predictions about the Company's future performance are necessarily subject 
to a high degree of uncertainty, and no wairanty, expressed or implied, is 
made that such projections will be achieved. 



Physicians' Online is a trademark of Physicians' Online, Inc. 
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"The success of managed care will probably depend on the ability ». to influence 
physicians' choices in the direction of increased value." 



~ John K- Iglehart. Managed Care. N Engl J Med 1992; 327: 742. 




Welcome to 




immmmim 



A Personal Online Medical 
Information and Communications 
Service for Member Physicians 
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Physicians' Online is a personalized online medical information and 
communications service dedicated to empowering physicians with the tools 
essential to advance the quality and control the cost of health care through 
informed decision-making. 



Physicians' Online ("Company") is an innovative new electronic medium designed to evolve 
into a comprehensive national medical information and communications network servicing 
the entire health care industry. The Company's online information products and 
communication services provide physicians with powerful tools to manage Medical 
Knowledge, Prescriptions, and Patients. Physicians' Online provides a distribution outlet for 
third-party produced information products and services. Physicians' Online also provides 
valuable proprietary information services to other industry participants including managed 
care organizations and the pharmaceutical industry. 

Phase I - Medical Knowledge Management 

Online medical information and communication services which are readily 
accessible and free of charge to member physicians through optional online 
advertising support. The Company has assembled the most powerful, yet user- 
friendly, collection of medical information tools available from leading third-party 
sources. The core information products target three key areas of identified 
information need, including medical literature (MEDLINE), medical diagnosis 
(QMR), and drug information (USP). Physicians' Online is being developed in 
cooperation with major medical societies, pharmaceutical manufacturers & 
marketing organizations, hospitals, managed care organizations, and leading 
technology & third-party content providers. 

Implementation: 1993 through 1994 

Phase II - Prescription Management 

Online prescription fulfillment and cost containment programs made possible 
through the use of "Smart Electronic Prescription Pads" (PDAs). This network is 
being developed in cooperation with managed care organizations, hospitals, 
pharmacists, pharmaceutical distributors, leading technology providers, and 
other health-care participants. 

Implementation: 1994 through 1996 

Phase III - Patient Management 

Online patient information for efficient retrieval and transaction processing 
resulting in enhanced clinical and administrative efficiency and cost- 
containment Thi- network is being developed in cooperation with corporate 
employee benefits programs, private health insurance carriers, out-patient 
laboratories, electronic claims processors, installment credit organizations, 
hospitals, and other health care participants. 

Implementation: 1995 through 1997 

The Company's competitive advantage is based on its ability to attract physician use. 
Founded by practicing physicians with extensive experience delivering practical information 
products to busy clinicians, the Company has developed a market-driven product strategy 
designed to win maximum professional acceptance and use. The Company is establishing 
critical strategic alliances with leading participants in every m^jor health care market 
segment The Company is currently working with several leading content and service 
providers to develop new products and services for this expanding multi-billion dollar market 
opportunity. 
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The management team has spent over $100,000 and more than three years developing the 
Medical Knowledge Management System using leading third-party technology providers. 
The Company is in the process of raising an additional $300,000 through ten units of 
common stock. At a company valuation of $1.9 million, each $30,000 unit consists of 150,000 
shares (1.6%) of the Company's common stock. This money will enable the Company to 
obtain pharmaceutical advertising commitments, additional strategic alliances, and to begin 
the final integration of our Phase I - Medical Knowledge Management System. 

While the Company anticipates completing subsequent rounds of financing over the next 
twelve months, primarily with its strategic industry partners, the Company believes it will 
be able to use the public markets to provide its investors with a quick exit (2 years) and a 
high return for this first round investment. From a Price/Earnings perspective based on the 
attached analysis of the highly-valued comparable public companies and the Company s own 
financial projections, investors could achieve a return of 52 to 233 times their ongina 1 
investment within 2 years. Based on the Price per Physician Member valuabon of PCN, such 
an investment would result in a 233 times return over the same time period - even if the 
Company remained unprofitable. 



Comparable Market Valuations 





PCN(1) 


MMG (2) 


AOL (3) | 




Computerized Medical 

Office Systems & 
Network Services for 
Physicians 


Pharmaceutical 
Micromarketing Services 
based on Physician 
Prescribing Profiles & Media 
Targeting Physicians 


Consumer Online 
Information Services 


1993 Est, H*i Income "£ 


n/a (5) 


$ 4.8 million 


$ 3.4 million 




2000 


n/a 


n/a 


Common Stock (1 2/92) 


$ 20 million (6) 


$ 422 million 


$ 127 million 




$10,000 (6) 


n/a 


n/a 




n/a 


88x 


37 x 



1 

2 
3 
4 
5 



Physician Computer Network, Inc. 
Medical Marketing Group, Inc. 
America Online, Inc. 

Industry analysts estimates of net income for 1993. ' . 

For the nine months ending Sept. 30, 1992, PCN had revenues of $2.0 million with a net loss of $12 
million. Between 1987 and 1991, PCN haB an accumulated net lose of $62 million. 
While PCN has reused more than $63 million since 1987, its largest shareholder has recently 
committed $10 million for 50% of the company. Although currently valued at $20 million, within 
the last 52 weeks PCN has been valued as high as $77 million. At ito peak valuation, this resulted 
in a market multiple per physician member of approximately $39,000. 
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Implied Physicians' Online Market Valuations at IPO 







Physician 
Membership 


Net Income 


Round 1 1 
ROI Multiple (7) | 






100,000 


$ 6 million 








$ 1 billion 


n/a 


233 X 




n/a 


$ 528 million 


123 X 




n/a 


$ 222 million 


52 x 



7 The two year ROI multiple assumes 16% Round 1 stake is diluted to 1% at IPO in 1994. (see 
following chart) 



Staged Financing Scenario 



Date 


Shareholders 


Shares 
Offered 


Purchase 
Price 


Investment 
(10) 


Company 
Valuation (8) 


Ownership 1 
% @ IPO (9J | 




Founders 


8,000,000 


$0,005 


$40,000 




36% 


Jan 93 


Round 1 


1,500,000 


20 


$300,000 


$1,900,000 


7% 


May 93 


Round 2 


1,500,000 


.50 


$750,000 


$5,500,000 


7% 


Jul 93 


Round 3 


1,000,000 


.75 


$750,000 


$9,000,000 


5% 


Sep 93 


Round 4 


5,000,000 


1.00 


$5,000,000 


$17,000,000 


23% 


Sep 94 


Public 


3,000,000 


12.00 


$36,000,000 


$240,000,000 


14% 




Employees 

pi) 


0,000 


.10 


$200,000 




9% 




Totals: 


22,000,000 




$43,040,000 




100% 



8 The company valuation at IPO is conservatively based on current AOL market multiples. 
Increases in company valuation prior to IPO are based on achieving specific milestones as listed in 
V7 - Financial Projections under Funds Required & Their Uses, 

9 If the company does not pursue its second or third phase business opportunities, later round 
6nancing will not be required thus resulting in potentially leeB dilution and a larger ROI for earlier 
investors. . . , 

10 The company is currently in discussions with several strategic industry partners. It is anticipated 
that subsequent financing will come from these sources. 

11 These shares of common stock will be dispersed to employees prior to IPO. 
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Physicians 9 Online: 5 Year Plan 



To empower physicians with the tools essential to advance the quality and 
control the cost of health care through informed decision-making. 



Tim Frarhe^i 



Phase 



0-2yr 



Phase II 



1-4yr 



Phase III 



3-5yr 



Essential Tools I Medical Knowledge Management 



Prescription Management 
Pharmacists' Online 



Patient Management 
National Heafth Card Network 



Vehicle 



Physicians' Online 



Pharm Reps' Online 
Formularies Online 
Managed Care Online 



500,000 physicians 
10,000 pharmaceutical execs 



300,000 physician offices 
100,000 pharmacies 
50,000 drug reps 



250 million patients 
10,000 hospitals 
other health care participants 



Core- hter^s ^ 



MEDLINE 
Rx Micromarketing 



Prescription Fulfillment 
Rx Coat-Containment 



Patient Administration Cost- 
Containment Programs 



Market Size 



$50 million/ $7 billion 



>$70 billion 



>$500 billion 



Market Shce/MD 



$1000/$1S,000 



>$ 150,000 



>$1,000 t 000 



Clinical Databases 
Decision-Support Tools 
News & Financial Services 
Special Interest Forums 
other areas of identified need 



Home Care 
Managed Care 
Formularies 
Pharmacy Network 
Electronic Detaainq' & Rep Support 



• Electronic Patient Record 

• Outpatient Laboratory Transactions 

• Patient Health Maintenance 



Main F^enue 



Pharmaceutical Advertising 
Pharmaceutical Micromarketing 
Information 

Membership & Usage F ees 



Prescription Processing 
Micromarketing Information 
Membership & Usage Fees 



• Patient Transaction Processing 

• Communication Services 

• Micromarketing Information 

• Membership & Usage Fees 
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Strategic 
Alliances^* 



"Medical Info Vending Machines'' 
Sophisticated MD Targeting ("Ad 
Wizard"/ "Smart AoV) 
Installed Terminals. PDAs, & PCs 
Computer-Sophisticated Members 
Medical Society Support 
Pharmaceutical Industry Support 
Third-Party Office Systems Support 
Pharmaceutical Executives' Online 
User-Friendly Interface 
Proprietary Text-Retrieval Software 
Proprietary Psychometric Mktg Data 



"Smart Electronic Prescription 
Pade'(PDAs) 

Installed Terminals, PDAs, & PCs 
Automated Prescriber Assistance 
Programs 

Proprietary managed care 
applications 

National Electronic Formularies 
Proprietary Preserver Profiling 
Patient Prescription Profiles 
Proprietary Psychometric Marketing 
Data 



• "National Health Card" 

• rnstalted-base of diverse POS/PON 
entry-points finking integral industry 
participants 

• Electronic Patient Transactions 
Network 

• Third-Parry Office Systems Support 

• Hospital Systems Support 

• Cellular Communications link to 
Physicians 



Medical & Professional Societies 
Pharmaceutical Companies 
Pharmaceutical Marketing Cos 
Prescription Data Marketing 
Companies (IMS/ MM(V PMS) 
Third-party Content Providers (NLM/ 
Camdat/USP) 

Medical Office System Companies 
Technology Partners (CompuServe/ 
Sybase/ Conquest/ Coconut/ Apple/ 
Sun/ HP/ Cube) 



Prescription Fulfillment Companies 

(Medco/ McKesson) 

Pharmacies/Pharmacist Societies 

Managed Care Organizations 

HMOs/PPOs/IPAs 

Hospital Chains 

Hospital Formularies 

Corp Employee Benefits Programs 

Medical Office System Companies 

Technology Partners (AT&T/ Apple/ 

EO/ General Magic/ Motorola/ HP) 



Corp Employee Benefits Programs 
Private Health Insurance Carriers 
BC/BS/Medicakl/ Medicare 
Out-Patient Labs (MetPath/ 
Bioscience/ SKF/NHL) 
Outpatient Testing Companies 
Installment Credit Organizations 
Electronic Claims Processing & 
Clearing Houses (NEIC/ EDS) 
Medical Office & Hospital Systems 
Companies _ 
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• Systems Integration of existing 
hardware & software technology 

• Packet Data Network technology 

• Simple Text Retrieval Software 
> Third-party Content Development 



Infrastructure:; 
Milestone ^ 



150,000 physician members 

• 5,000 hospital members 

• 5,000 hospital-based terminals 

• 5,000 PDAs in Physician Offices 

• 150,000 additional POL software 
installations 



■Personal Assistants" (PDAs 
Dalanetwoi* oology 
Proprietary PDA applications 
development 

Personal Info Management (P1M) 



Systems Integration 
Proprietary patient administration & 
cost-containment applications 
development 

Cellular data network technology 



300,000 physician members 
10,000 hospital members 
20,000 hospital-based terminals 
100,000 PDAs in Physician Offices 
10,000 mobile PDAs 
500.000 additional POL software 
installations 



500,000 physician members 
10,000 hospital members 
50,000 hospital-based terminals 
300,000 PDAs in Physician Offices 
400,000 mobile PDAs 
800,000 additional POL software 

installations 

$250,000,000 



Infrastructures 



$10,000,000 



$50,000,000 



fnf rastructV MP | 



$100 



$200 



$500 



The Physician Need 

Medical practice has always been information intensive. However the explosive growth of 
medical knowledge has become a two-edged sword. While it provides P*g™*™ wlth 
knowledge to guide their decision-making, it has become increasmglydifficult to gain access 
to this unwieldy, disorganized mass of rapidly growing information. The sh^r volume of 
medical information today has far outstripped the capacity of traditional me^ s. such as 
medical libraries, textbooks, and journals, to meet the growing needs of today's physician. 

Powerful computerized medical information tools have been developed to meet these needs. 
However, fundamental economic factors in health-care have inhibited their widespread use. 
The information products exist...the means of payment does not Unlike Ae legal profession, 
the medical profession can not pass on the cost of information services to the health-care 
consumer due to the fixed reimbursement system. Computer systems that don t directly 
contribute to the bottom-line, are hard to justify for cash-strapped institutions and 
physicians who are facing a squeeze between falling reimbursements and rising costs. 
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The result: 



(1) a progressive deterioration of physician expertise, and 

(2) prolonged practice adoption delays of significant clinical advances. 

Both trends are adversely effecting the quality of patient care. 



The Pharmaceutical Industry Need 



In 1991 $63 billion of prescriptions were written by less than half a million physicians - over 
$150 000 per physician. Over $7 billion per year is spent by the pharmaceutical industry on 
Lies and marketing - over $15,000 per physician. In 1961, there were 656 drugs available 
by prescription in the US - today there are over 8,000. This has created a marketing din. 
as a plethora of products are Vying for the limited attention of busy medical professionals. 

Increasing competition, falling profit margins, and increasing marketing costs have created an bc arte 
need tor more careful market segmentation and targeting of pharmaceutical marketing carnpaigns. 
Sophisticated pharmaceutical marketing support tools based on prescription data, track Jhe 
Describing behavior of any targeted market segment down to the individual physician. Wrtti 
fhe pSItion of new marketing media designed to reach physicians, pharmaceutical companies 
increasingly use those that target their markets more selectively. 



The Opportunity 



To meet the information needs of physicians by providing them with powerful electronic 
information tools that are user-friendly and readily-accessible on a national computer 
network while simultaneously providing the pharmaceutical industry with powerful new 
micromarketing tools including online advertising and psychometric date. 

The opportunity exists because - 

The value of advertising to physicians exceeds the cost of providing them with 
computerized online information. 



Physicians' Online 

Physicians' Online is a personal online medical information & communications 
service for member physicians. Any medical professional who can legally wnte 
prescriptions qualifies for membership. Physicians' Online is available free-of- 
charge to any member who elects to accept the online advertising features. 
Otherwise, it is available at competitive online rates without advertising. 
Physicians' Online provides physicians with valuable medical information & 
communications services, on demand, at point-of-need, while simultaneously 
providing powerful marketing tools for the pharmaceutical industry. 
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Physicians' Online: The "Win-WirT Strategy 



Physicians' Online is positioned to simultaneously meet the needs of multiple markets - 



Physicians are provided with personalized online medical information & 
communications services on demand, at point-of-need, and free-of-charge. All 
the information products are high-quality, readily -accessible, easy-to-use, and 
free-of-charge. Online product messages are personalized to the needs of the 
individual physician. 

Pharmaceutical companies are provided with a powerful, sophisticated, 
cost-effective, precisely-targe table, fully-accountable, non-coercive, risk-free, 
"Pay-per-View" advertising medium and a significant opportunity to generate 
goodwill. 

Pharmaceutical marketing Industry is provided with a new medium capable 
of precise physician targeting based on demographics as well as prescribing 
practices and a new source of proprietary psychometric data to enhance their 
micromarketing tools. 

Medical information Industry is provided with a high-volume platform to 
profitably distribute their products and services to physicians. 

Medical Societies are provided with their own online Medical Society 
Forums and other benefits for their membership - free-of-charge. 

Medical center libraries are provided a source of MEDLINE and other 
information products and services ™ free-of-charge. 



Phymlclanm' Online Positioning 
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Our Online Information Products & Services 

To attract physician use, Physicians' Online has assembled the finest collection of online 
information products available from leading third-party medical information providers. Our 
core products target three key areas of identified information need - 

• medical literature (MEDLINE), 

• medical diagnosis (OMR), and 

• drug information (USP Drug Info). 

Unlike previous efforts to establish new advertiser-supported media, Physicians' Online does 
not have to "create a market" for new products and services. Physicians' Online delivers a 
well-known information product (MEDLINE) for free which physicians currently use more 
than 3 million hours per year (at fees ranging up to $457hr). 

Although "FREE MEDLINE" is the single most persuasive reason for physicians to switch to 
Physicians' Online, QMK .medical diagnostic decision-support tool) and USP Drug Info (a 
comprehensive drug information resource) add significant clinical utility to our introductory 
offering. They cost relatively little to implement and they position Physicians' Online as a 
comprehensive "one-stop shopping* information resource for physicians. . Although the 
demand for information products other than MEDLINE is currently small, we anticipate 
rapid growth in other online information products & services as physicians become more 
familiar with our system and routine Physicians' Online use becomes the de facto "Standard 
of Care." 

Another significant incentive for physicians to use Physicians' Online regularly is that it 
keeps track of the online time spent on education activities. So, Physicians' Online becomes a 
significant source of Continuing Medical Education (CME) credit for active members. (CME 
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credits are required for maintaining hospital admitting privileges, professional licensing, 
specialty certification, etc.) 

The design of each module maximizes ease-of-use and relevance to clinical practice. Casual 
as well as sophisticated, users quickly master the system using plain English commands. No 
steep learning curves or Byzantine commands to remember. 




All online products and services are free-of-charge to member physicians who accept the 
online advertising option. If the advertising features are turned off, online products and 
services are competitively priced on a "Pay-as-You-Go" or "Fixed-Fee-for-Unhmited-Use 

basis. 

Comprehensive online communication services include - 

• electronic mail, 

• bulletin boards, 

• special interest forums, 

• special society boards, 

• "live" conference rooms, 

• libraries, 

• paper specific commer.is boards, 

• journal clubs, 

• Journal specif ic forums, 

• electronic publications, 

• personal clipping services, 

• document delivery services, 

• news & financial services, 

• pharmaceutical customer support boards, 

• member/alert features, 

• FAX capabilities, 

• software libraries, 

• online customer support, and 

• online documentation & help. 
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Our Network 

Our strategy maximizes physician use of electronic information resources by making them 
widely available, easy-to-use, and free-of-charge. By using a national data network with 
local access numbers, Physicians' Online can be accessed from any computer equipped with a 
modem using standard communications software or our own dedicated software. 



Physicians' Online 
Computer 




Our Communications Software 

Our soRware provides additional functionality and is distributed free-of-charge to all 
members. It has an easy-to-use, menu-driven, "Graphical-User-lnterfwe (GUI) and is 
compatible with all major computer operating systems - including DOS, Windows, 
Macintosh, and UNIX. It supports black & white and color graphics and provides mouse, as 
well as keyboard, control. 
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Our On*Site Terminals 

Most clinical questions do not arise at a time or location convenient to computer access. The 

practice of medicine keeps physicians moving between offices, clinics, and various hospital 
locations throughout a typical day. This is why physicians require pagers to be reached. 
This is also why desk-bound computers haven't helped physicians with their daily work - 
physicians don't work at their own desks! A physician's office computer is usually being used 
by staff for office management tasks. In the hospital, computers, when available, are 
dedicated to specific administrative tasks. The hospital library is often closed or not 
conveniently located and usually has only limited, if any, computerized information 
resources. And even if the physician has a home computer equipped with modem, 
communications software, and an online search account, the physician is often too tired and 
the question is no longer as pressing as it was during the day when the information was 
needed for clinical decision -making. No wonder less than 30% of the clinical questions that arise 
during patient care are ever answered. 



Medical Information V fnHing Machines & Membership Kiosks 

To increase physician use, Physicians' Online will distribute dedicated terminals to high 
volume sites - such as emergency rooms, medical libraries, physician lounges, clinics, group 
practices. By facilitating access, at point-of-need, these worlcstations function as -medical 
information vending machines" and -membership kiosks" - satisfying information appetites at 
strategic locations throughout the health-care environment and automatically recruiting new 
membership. Even physicians without personal computer systems can routinely access our system 
using these on-arte terminals. 




For example: 

A physician's daily routine can include a stop by the hospital -based terminal - to get a few 
clinical questions answered on a problematic case, check the medical literature on a topic 
of interest, order a r' ^rint, check hie personal dipping service for new abstracts, check a 
patient's laboratory results, register for a conference, renew a medical society membership, 
check the latest travel immunization recommendations, pick up electronic mail, check out 
information on a new antibiotic, order drug samples, etc. 

The 5,000 major US hospitals offer a total installed-base potential of over 20,000 terminals. 
In addition to direct distribution of terminals by Physicians' Online, pharmaceutical 
sponsors, using their hospital-based sales forces, have an opportunity to donate terminals 
(customized with their own marketing messages) to their client sites. A large installed-base 
of on-site terminals generates goodwill for pharmaceutical sponsors, creates a "strategic 
omnipresence," increases physician membership & total online demand, acts as a barrier to 
competition by gaining early control of the "Physician Desktop," and serves as entry points 
into our emerging health-care communications environment 
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Our Membership 

Any medical professional who can legally write prescriptions qualifies for membership, including - 

• physicians, 

• physician assistants, 

• physicians-in-training, 

• osteopaths, 

• podiatrists, 

• oral surgeons, and 

• dentists. 

Members have an opportunity to use any information product on our system, entirely free-of- 
charge, by allowing online advertising to be shown. These ads are not intrusive or disruptive 
since they are restricted to the bottom 1/8 of the screen and change only four times per 
minute. Members can engage in online activities without any interruption from the 
advertising which is shown simultaneously. 

Physicians can access Physicians' Online from any computer equipped with a modem and 
communications software or from any on-site terminal or personal computer equipped with 
our dedicated software. Physicians can order our free dedicated communications software 
package and low-cost modems directly from Physicians' Online using our 800 Membership 
Support Line or anytime they are online. 

To become a member, physicians fill out an online membership questionnaire the first time 
they use the system. After completing the questionnaire, a unique membership number 
(their social security number) and a password are assigned to each physician. From then on, 
members merely type in their number and password and they have full access to the system. 

Since each physician has his own membership number and data tile, and each terminal has its own 
identifier number, the system always knows who is using the system, where he is, and what he Is 
using the system tor. This provides a unique opportunity for pharmaceutical advertisers to precisely 
target online advertising and collect psychometric marketing data Member activity data also 
provides Physicians' Online with continuous feedback to constantly monitor and refine our 
ongoing marketing and product development efforts. 



Onr "Memh prshin w Growth Strategy 

Current MEDLINE users are a secure initial membership-base to grow from. As computer- 
sophisticated physicians, MEDLINE users are more likely to use other new information 
products & services. They are also "early adopters'* of other new technologies and 
pharmaceuticals, and, as "Medical Opinion Leaders", they are influential with other 
physicians. MEDLINE users are usually internists, family practitioners, general 
practitioners, and cardiologists, which are the highest prescribing physician specialties. 

S\v3icians > Online is dedicated to maintaining a quality medical information service with 
responsive membership support services. As our company name - Physicians' Online - ^ 
implies, we want our members to feel they are "members" of an online information "service 
that is really "theirs" and not just another "customer" of a medical information "company . 

As we successfully convey this image to our initial membership and carefully nurture our 
member relations with quality products and support, our members will be our most potent 
marketing weapon recruiting new membership, leveraging our marketing into new clinical 
sites, and securing our market-share against future competition. 

Ultimately, our success rests on the physicians' recognition that Physicians' Online is a quality 
information service that maintains the integrity of hs information products and clearly separates the 
needs of physicians from the demands of pharmaceutical advertisers. Promotional information must 
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be clearly distinguished from all other information products. Information products can not be 
contaminated, in any way, by promotional material. 

As a result — 

• No exclusive covenants will be given to any pharmaceutical company that would 
compromise the integrity ot our information products and our credibility to physicians. 

• No exclusive advertising rights will be granted since this would create an opportunity lor 
potential online competitors. 

In summary, our basic strategy is to make physicians teel like "members- not -customers" and then 
to turn our "members" into "evangelists." 

This is a powerful marketing strategy, and, for the physician market place, this may be the 
only strategy that can work. Physicians are a very fraternal order and expect to "belong. 
They are "members" of their medical profession, their subspecialty, their hospital attending 
staff, their medical society, their group practice, their medical school, their subspecialty, etc 
Physicians will expect to be members of Physicians' Online - We can t disappoint them. 



The Challen g* of Sophisticated Users. 

The most important influence on physician behavior is "word of mouth." Physicians do very 
little without first consulting their colleagues, even informally. Nowhere is this more true 
than with computer technology. Physicians do not generally feel comfortable with 
computers. So, most physicians are keenly aware of which colleagues use computers and rely 
heavily on their "technical" advice. Before making any purchase, physicians generally 
consult these "computer savvy" colleagues first 

Computer-sophisticated physicians are the easiest group to get to use our system since they 
are always looking for new uses for their computers. And since these physicians tend to do 
MEDLINE literature searches themselves, they realize immediate savings by switching to 
Physicians' Online. 

Although they are the "easiest-to-get-to-use" our system, they are also the ^ardest-to-please" 
since they have an instant basis of comparison with the systems they are currently using. 
They will immediately run head-to-head comparison literature searches before making the 
switch. Therefore, we need the most sophisticated online system possible, right from the start, 
since our initial users are the most sophisticated physicians. 

Since computer-sawy physicians are those most likely to use our system initially and they 
are also influential with the rest of the physician market, it is critical to the success of 
Physicians' Online to win their support early on. By winning their support, we have won the 
soundest membership base for growth and a bullet-proof barrier to any future competition. 

This creates a potential risk during our launch phase. If we make any fafc claims, our users 
will know immediately. . thing short of the highest quality online system will disappoint 
and ultimately hurt us. We know that no system is perfect All systems evolve over time. 
There are -bugs" and other performance problems that need to be fixed. How do we suspend 
their criticism and, better yet, get them to help us improve our system? The Beta-Test Phase 
Membership Recruitment Program. 
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ffpfr^.Tpst P hase Membership RftmiitTnent PrOPram 

By recruiting computer-sophisticated physician users for our beta-testing phase, we 
accomplish several key objectives — 

• Convert the "hardest-to-please" physicians into "co-developers" of our system. 

• Temper any initial criticism by calling our initial system a Taeta-test version" and 
thereby allow us to work-out any initial bugs with an understanding group of 
sophisticated users. 

• Make these "Beta-Testers" feel special and highly valued. Make them feel that their 
feed-back has a positive influence on the development of Physicians' Online. Eg., 
"Participate in the development of the most revolutionary advance in physician 
communications since the advent of the personal pager » Physicians' Online." 

• Obtain valuable last minute user-feedback for fine tuning our system before its 
"official" launch date. 

• Leverage our future marketing by "seeding* the medical community with active 
computer-sophisticated members who form our initial membership-base and act as 
membership recruiters, clinical site administrators, and informal on-site technical 
support 

• Set a tone of close cooperation with our early membership. Developing a friendly 
and responsive membership / technical support service is the key step to win^ 
physicians' long-term loyalty and helps convert our members into Physicians' Online 
"Evangelists*. 

A prolonged beta-test phase allows us to get up to speed without becoming overwhelmed with 
the sudden increase in system utilization a "launch date" would create. 

Although it will appear that only a limited number of beta-testers will be granted online 
privileges at this stage; in fact, there is no such limit We will expand this program to 
rapidly capture most computer-sophisticated physicians. 



Physicians' Online 



Online Advertising 



III -The Service I 15 



Physicians* Online provides member physicians with an optional "advertising shell" through 
which any third-party information product or communications service can be simultaneously 
distributed to them free-of-charge. Members are never interrupted by online advertising 
since it is restricted to the bottom 1/8 of the screen and changes only four times per minute. 
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As a "Pay-per-View w advertising medium, we are motivated to increase physician demand by making 
our system more useful and responsive to our members needs. In addition, third-party 
information providers are motivated to keep their online products useful to physicians since 
they are paid fees based on actual use. 

In other words, "Pay-per-View" advertising enables Physicians 9 Online to remain responsive to the 
needs of physicians since the more physicians use our system, the more money we make. . 

MRP LINE U spt Characteristics 

Studies show that 

'• The heaviest MEDLINE users are Internists (IM), Family PractHk>ners(i CTeneral 
Practitioners(GP), and Cardiologists. These physicians are also the heaviest 
prescribes - writing over half the US prescriptions in 1991. ^ 

• Physicians who regularly use computers are "early adopters" of new products. 

• MEDLINE users are "Medical Opinion Leaders" and influential with their peers. 

• 70% of MEDLINE searches are run by physicians themselves - another 25% are 
run for physicians by search intermediaries such as medical librarians, other 
physicians, medical students, etc. 

• When using computerized information products in general, physicians spend 90% 
of their time using clinical information databases - 

- 65% MEDLINE 

- 30% drug information 

• 60% of MEDLINE searches involve patient care. 

• 50% of MEDLINE searches concern therapy. , ( r . ^ ... 
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So Physicians' Online advertising is displayed to influential, receptive, and high-prescribing 
physicians, staring at a computer screen, actively seeking therapeutic information - the most 
effective time to suggest a new treatment or remind them of an old treatment! 



X rpnsfm-minpr Advertising into Info r mation: LinWes. Targeting & "Smart" Ads 

Online advertising can be targeted by any demographic characteristic down to the specific 
physician. Messages are targeted not only through "static demographic links'* but also 
through dynamic and intelligent "context-sensitive links" and "prescribing-practices links. 

F ° T TcaSoTogist sees heart drug ads (static links) and if he is doing a literature search 
on depression, antidepressant drug ads (context-sensitive links) are also displayed. 

When prescriber-level prescription data is linked to our membership profile data, Physicians' 
Online can also target advertising by prescribing behavior. Physicians' Online is the first 
medium to unleash the power of direct prescriber-level targeting. 

Additionally, online advertising is linked to full drug disclosure information, including FDA required 
product information, USP drug information, relevant medical literature, and pharmaceutical detailing 
& fulfillment services. Ads can be reviewed and their links explored at any time. After reviewing ads, 
online activities are resumed right where the user left off. 




Linked Product Menu 
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Related Literature 
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Physicians see only relevant advertising, and pharmaceutical companies are only charged if their 
ads are actually viewed. Thus, Physicians 0 Online provides the pharmaceutical industry with a 
cost-effective, fully-accountable, non-coercive, risk-free, "Pay-per-View" medium that targets 
market segments down to specific prescribes, while simultaneously providing physicians 
with useful clinical information on demand, at point-of-need, and free-of-charge. The 
advertisements themselves become an additional source of useful information for physicians, since 
the advertising now relates to their individual practice needs and is not just another irrelevant 
distraction to endure. 
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fit xat ff^ Sig nificance of "Optional" Advertising 

Members are not required to view ads and can turn them off at any time. However, without the 
advertising option turned on, they assume the fall cost of the information services provided. 
Also, non-prescription writing professionals, institutions, and the public-at-large may use the 
system at any time, without advertiser support, at rates competitive with other online 
information services- 
Making online advertising "optional" is a subtle but strategically critical step to win the 
general acceptance of the medical profession. Physicians resent and resist using any product or 
service that requires them to view advertising. (Physician resistance to coercive advertising 
methods has been well-demonstrated by the failure of Physician Computer Network to 
achieve any significant market-share.) Making online advertising optional shifts the decision 
and responsibility to the individual physician. In other words, if online advertising is 
mandatory, physicians want to turn it off. If you make it optional, physicians will tend to 
leave it on/ The availability of Physicians' Online without advertising also allows physicians 
to "save face." 

Also "Optional" advertising allows medical societies to endorse Physicians' Online without 
implying any endorsement for online advertising. The choice to view advertising is left to the 
individual physician. 
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Our Technology 

MFDMNE Search Interface 

Physicians' Online has made "Search Interface Design" a strategic priority since the vast 
msgority of physicians are not computer-sophisticated. Even experienced physician-users can 
be mislead by their own literature searches. Studies show that with the current generation 
of MEDLINE search systems, search quality relates to the degree of user-experience with the 
given retrieval system - with trained medical librarians consistently out-performing even 
the most experienced physicians. It is this "user-dependent search quality" that text- 
. retrieval systems must address first, before physicians can reliably relinquish their 
dependence on MEDLINE search intermediaries such as medical librarians. 

By using the most advanced text-retrieval technology available, our simple English MEDLINE search 
interface enables even novices to perform better searches than most "text-retrieval experts* can 
using other systems. Physicians' Online is co-developing the most sophisticated, yet easy-to- 
use, online MEDLINE search interface available, under an exclusive agreement with 
ConQuest Software Technologies, Inc., a leader in advanced text-retrieval software, using 
their patent-pending text-retrieval technology. By integrating well-demonstrated advances 
in Natural Language Processing (NLP) and Concept Indexing (CI), Physicians' Online has 
the most powerful, yet easy to master, search interface available. 

This technology allows both novice and sophisticated physician-users to query MEDLINE, 
and other online databases, using standard English sentences instead of having to construct 
complex Boolean search strategies required by other search systems. All a physician has to 
do is type a question in plain English. The sentence is analyzed for its key concepts, a search 
strategy is constructed, and then all the relevant abstracts are retrieved from the database. 
The retrieved abstracts are then ranked in terms of relevance to the initial query. This 
process results in the most relevant and complete literature search possible with little 
variability in search quality between experienced and inexperienced users. 

For physicians who feel more comfortable doing literature searching "the old-fashioned way," 
standard Boolean search methods are also fully supported. 



Communications Software 

Physicians' Online has taken the best features of existing online systems and combined them 
into a comprehensive online system which is easy-to-use, menu-driven, and can be accessed 
by any computer using standard communications software or our dedicated software 
package. Our online system software is being developed by Sybase, Inc. and Coconut 
Computing, Inc. (developers of the leading graphical online Bulletin Board System (BBS) - 
COCONET). 



Central Com nuter System Design 

The company's computer system exploits the latest advances in SQL Client/Server 
technology on a distributed UNIX-based workstation network. Software enhancements and 
new product modules are developed and implemented incrementally. As the demand for 
online services grows, computer hardware is added incrementally to increase capacity and 
preserve system performance . 

By using these state-of-the-art technologies, Physicians' Online has the most advanced yet 
easy-to-use online text retrieval system and communications network. Physicians' Online 
delivers information more cost-effectively and with higher performance and quality than any 
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other existing online service which relies on older mainframe-based technology, awkward 
and time-consuming Boolean search methods, and clumsy user interfaces. 



System Software: Modular Design Philosophy 

System software requirements are sorted into functional modules which are designed to 
integrate seamlessly on a UNIX platform. Modular design allows for rapid and incremental 
implementation of system features and information products by various independent 
development teams and vendors. 



SYSTEM SOFTWARE OVERVIEW 
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Phase II Technology: 
Personal Digital Assistants as "Smart Electronic Prescription Pads" 



To increase points-of-entry into our integrated electronic information and communications 
environment and to maintain control of the physicians' "Electronic Desktop," Physicians* 
Online will rely on an emerging new class of electronic devices known as "Personal Digital 
Assistants" (PDAs). PDAs are small, handheld electronic devices that intelligently assist 
users in capturing, retrieving, organizing, and communicating information and ideas 
exactly how physicians spend most of their time. These devices will enable Physicians 9 
Online to expand physician demand for our online services through convenient mobile access 
and to facilitate the implementation of our Phase II Prescription Management System- 




Made possible through the convergence of numerous digital and telecommunications 
technologies and the ability to miniaturize electronic devices, first generation PDAs, such as 
Apple's Newton, are positioned as low-cost pocket-sized electronic notebooks equipped with 
unique user-interfaces. Personal information Management (PIM) software, and built-in 
access to both telephone and cellular data networks. Using pen-based operating systems, 
PDAs can understand handwritten commands and can be used for freeform notetaking, 
drawing, calculating, scheduling, list making, and communicating. Built-in telephone and 
cellular communications provide easy mobile access to online information and 
communications services and allow remote sending and receiving of faxes and other 
electronic documents. 
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a i a v *i« fntiirp of PDAs lies in true "wireless" communications, cellular data network 
^Sey stSds ^friSu^e are not yet adequate to support a national health 
£d confiscations network. In the meantime, using standard telephone 
TZ^ZrvZh^T^Physicians' Online will introduce specially configured PDAs to be 
SSrf^^fiSS telephones. TW PDAs act as Physicians' Online temunals and 
"Smart Electronic Prescription Pads. 



o Am i Aa .i v mt^frratine all the information relevant to making informed therapeutic 
fjSiS^SS^SL^ Price lists, drug information . and Pote^al drug 
decisions »" c '" u * . - , - "Smart Electronic Prescription Pads and 
n e «onaS t^SSSm^Zt soRware intelligently automate the prescription^ 
S™ tracK a?d ftSfillment process to facilitate cost-effective therapeuUc decision- 
Sml' Z Secured communication terminals, our PDA can access all of our other 
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online information products and services as well 



TTc?na PDAs Physicians' Online will revolutionize medical practice by offering up-to-date 

^J£™^f£^mff^wv^ appeal as complete clinical workstations. As 
to Physicians J^^^^^obSte the use of medical pager systems. When 

incentive. 



The Key to Failure 



Previous efforts to develop pharmaceutical-supported electronic information networks for 
physicians (e.g., Fisher-Stevens' PHYCOM, Physician Computer Network (PCN), and the 
soon-to-be-unveiled Whittle Communications' Medical News Network (MNN)) all appear to 
suffer from their lack of insight into the unique information needs of physicians. While these 
efforts have excelled at raising pharmaceutical advertising commitments, they have failed to 
win any significant physician following. Their exis.»*nce is based on the acute marketing 
ii£-:.)s of the pharmaceutical industry rather than any solid information product design or 
implementation program. 

This is hardly surprising, since these services were all conceived by advertising & marketing 
executives, not by physicians. Their founders were well-positioned to recognize and satisfy 
true pharmaceutical marketing needs, but not to recognize and satisfy true physician needs. 
The unique needs of physicians appear to have taken a back seat to the needs of pharmaceutical 
companies. A successful advertising vehicle needs an audience, not just advertisers. This 
disregard for the physician has lead them to a costly strategy of "creating a market* for products & 
services that serve non-existent physician needs. 



Physicians' Online 



The Key to Success 



IV - The Market Strategy / 23 



Physicians' Online is a powerful and sophisticated information & communications service designed 
fr y physicians for physicians. 

Physicians' Online was founded by a physician who established a hospital-based electronic 
medical information center and observed first-hand how physicians actually use electronic 
information resources in the clinical setting. Real information needs of physicians were 
identified and served by providing convenient in-hospital access to high-quality information 
products. 

The three types of information products used most by physicians are - 

(1) medical literature databases, 

(2) diagnostic decision-support programs, and 

(3) drug information databases. 

Five key barriers limiting computerized information use by physicians are - 

• high cost, 

• lack of convenient access, 

• steep learning curve, 

• lack of physician awareness, and 

• lack of physician time. 

Physicians' Online addresses these barriers by - making the service entirely free-of-charge; 
improving access through strategic placement of on-site terminals; making Physicians' 
Online easy-to-use with a menu-driven Graphical-User-Interface and simple English search 
commands; increasing physician-awareness through publicity, advertising, on-site terminals, 
pharmaceutical company co-marketing, and medical society sponsorship; and decreasing the 
time required to use these resources by increasing their performance and making their 
access conveniently available at points-of-need in the clinical environment. 

Strategics to Overcome Utilization Barriers 



Barrier 


Strategy | 


Price 


• FREE 


Convenient Access 


• "Information Vending Machines'* 

• Communications Software / Hardware 


Ease of Use 


• User-Friendly Menu-Driven GUI 

• Simple English Search Interface 

• Customer Support 


Physician Awareness 


• Publicity 

• Medical Society Sponsorship 

• Member Evangelism 

• Advertising 

• Telemarketing 

• Direct Mail 

• Co-marketing 


Physician Time 


• Maximize Utility 

• Maximize Convenience 

• Personal CME Credit log 

• Become the "Standard of Care" 
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Offpr a Well-known Information Profr irt with Established Physician Demand - MEDLINE 

Unlike previous efforts, Physicians' Online does not have to "create a market" for new 
products and services. Physicians' Online starts by delivering a well-known information 
product (MEDLINE) to physicians, free-of-charge, using standard online information service 
technology. It is so well-known to physicians that "MEDLINE Search" is synonymous with 
"Literature Search." MEDLINE is the electronic information product used most by 
physicians today. 

We don't have to "create our market" - it already exists. Currently, physicians use 
MEDLINE about 3,000,000 hours per year. 

Our physician-oriented market strategy centers on capturing an important -share of this 
existing physician demand as well as significantly expanding total demand through our 
"Strategies to Overcome Utilization Barriers," as outlined above. By tapping into this large 
and established physician demand for MEDLINE, Physicians' Online quickly builds 
sufficient system demand and, therefore, online advertising revenue, to generate positive 
cash-flow and establish Physicians' Online as a routine part of patient care. Having secured 
this stable MEDLINE customer-base, we will build a comprehensive national medical information & 
communications service by incrementally introducing additional products and services. 



The Risks 

Our implementation plan minimizes investor risk while maximizing the 
growth potential of Physicians' Online. 

Product development risk is minimized by using established technology from leading third- 
party software developers, information providers, and systems integrators. Modular 
software design enables independent development teams and vendors to rapidly design and 
implement system features and products. These modules are integrated incrementally on a 
reliable high-speed computer platform running UNIX. Information products are licensed 
from third-party providers who are paid based on actual physician use. The information 
providers are responsible for maintaining their own online products. 

Physician marketing risk is minimized by initially targeting the MEDLINE market. By 
offering the best version of MEDLINE, free-of-charge (while other services charge $18 to $45 
per hour), we not only capture the bulk of this market but significantly increase its total 
demand by increasing both the number of users and individual usage. With a current physician 
demand of about 3 million hours per year, positive cash-flow is achieved with only 15 - 20% market- 
share for this single product. Publicity during the beta-testing stage further leverages our 
physician marketing efforts. We win medical society sponsorship by recruiting these groups 
to serve on our Medical Society Advisory Board and by creating society-specific forums on 
Physicians' Online that are maintained free-of-charge. The American College of Physicians 
(ACP) (60,000 members), the American Academy of Family Physicians (AAFP) (70,000 
members), and the American College of Cardiology (ACC) (28,000 members) are our initial 
targets. These societies representphysician speciu'vY.* with the highest prescribing rates - 
together, these physicians account for over half of all US prescription sales. 

Pharmaceutical marketing risk is minimized by securing online advertising commitments 
before making the service available to physicians nationally. Fortunately, Physicians' Online 
does not have to "create a market" for online pharmaceutical advertising either. Physician 
Computer Network and Medical News Network have already demonstrated such a market 
exists. We have identified potential allies who service the micromarketing needs of the 
pharmaceutical industry. Physicians' Online provides a medium which naturally 
complements their micromarketing services by providing true physician-level targeting as 
well as a new source of prescriber-level psychometric data. During our product development 
phase, we are recruiting five pharmaceutical companies to serve on the Pharmaceutical 
Advisory Board. As initial sponsors, they gain substantial goodwill from the publicity .......... ; ( 
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generated and are given special co-marketing opportunities such as putting their message on 
each terminal or software start-up screen and getting a time-limited exclusive right to 
distribute on-site terminals through their hospital-based sales forces. They also have 
influence on our system development and a head start on the learning curve of a significant 
new marketing medium. 

Competitive risk is minimized by keeping the development stage secret, launching an 
aggressive and pre-emptive "first-strike" market strategy to gain early market-share (control 
of the "Physician Desktop"), and retaining that market-share through our dedication to 
membership/customer service, our large installed-base of dedicated on-site terminals, and 
medical society sponsorship. Our launch strategy leverages our pre-emptive First-Mover 
Advantage" over potential competitors. Control of the "Physician Desktop creates a 
significant barrier to potential competition. And, as a comprehensive national medical 
information & communications network dedicated to the needs of physicians, readily 
accessible, easy-to-use, and free-of-charge, Physicians' OnUne presents a formidable barrier 
to potential competition. 



Our Competition 

The introduction of Physicians' Online has a significant impact on five distinct groups - 

I MEDLINE Providers, 

II Consumer Online Services, 

III Medical Online Services, 

IV Pharmaceutical Marketing Media 

V Pharmaceutical Micromarketing Industry 

Our future is largely dependent on how effectively we anticipate and pre-empt competitive 
responses and our ability to establish symbiotic relationships. 



I • MEDLINE Providers 

MEDLINE is an information product created and maintained by the Nationa * Library of 
Medicine (NLM). NLM's mission is to improve patient care by having MEDLINE widely 
used by physicians. Although access to MEDLINE is provided via NLM's own network 
(MEDLARS) and dedicated communications software (Grateful MED), NLM also licenses 
MEDLINE to commercial online networks, CD-ROM distributors, and private institution- 
based networks. 

The five major commercial online providers include - 

• Maxwell Online (BRS Information Technologies), 

• PaperChase (Beth Israel Hospital), 

• Dialog/Knowledge Index (Knight-Bidder), 

• Medis (Mead Date Central), and 

• US HealthLink. 

MEDLINE is also available from several CD-ROM distributors including 

• Aries Systems, 

• SilverPlatter, 

• Dialog, 

• BRS, 

• Cambridge, 

• EBSCO, 

• and others. 
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j>rrpnt vs Potential MEDLINE Market Size 

Since the NLM is not authorized to release the breakdown figures of licensing fees paid by 
private information vendors, the total MEDLINE market size must be estimated. 

In 1991, NLM collected MEDLINE licensing fees for a total of 876,000 online hourB 
from commercial networks. NLM*e own system provided an additional 324,000 hours 
of MEDLINE service, but since moet physicians use Grateful Med software when they 
use the NLMV system (which reduces online "connect* time to 1/4 of the total time 
epent doing a search), the NLM really provided over 1,000,000 hours of online 
MEDLINE. 3729 CD-ROMs were sold domestically in 1991. We estimate these CD- 
ROM systems contributed at least another 500,000 hours of MEDLINE use. NLM also 
provides unlimited-use site licenses to a few institutions, so it is not possible to 
estimate their contribution to total MEDLINE demand. 

Since most MEDLINE searching is done either by physicians themselves (70%) or for 
physicians by librarians (25%), we know the total physician demand for MEDLINE in 1991 
was around 3,000,000 hours. Commercial online systems charge $18 to $45 per hour and 
CD-ROM systems cost from $700 to $3000 per year. So the total MEDLINE revenue 
collected in 1991 was somewhere between $35 and $45 million. 



MEDLINE Market Size 
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As discussed earlier, several factors limit the use of information resources by physicians 
including cost, ease of use, accessibility, physician time, and physician awareness. These 
are the same barriers that limit MEDLINE use. The gradual erosion of these barriers has 
lead to a steady growth in MEDLINE use and physicians are doing more of their own 
literature searching. Medial schools and hospital training programs are now required by 
certifying boards and credential in g. committees to make computerized literature searching available 
on-site. 
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C erent Gro wth in MEDLINE Use 

The NLM has issued 31,000 search accounts to physicians as of April, 1992. Growth rates in 
MEDLINE use can be estimated by examining the number of searches performed on NLM s 
system by year. Note the accelerating annual growth rate in MEDLINE use - ^om ll% in 
1989 to 33% in 1991. This trend suggests that Physicians' Online will facilitate MEDLINE growth 
on top of a pre-existing growth spurt. 
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MEDLINE Searches by Year 
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MEDLINE Market Segments 
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Physicians currently using MEDLINE 
themselves. 


50,000 


8% 




Physicians currently using MEDLINE search 
Intermediaries. 


50,000 


8% 




Physicians not using MEDLINE but have access 
to computers. 
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Remaining high-priority physicir ns as Identified 
by the pharmaceutical industry. 


50,000 


8% 
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Remaining physicians. 


300,000 


50% 



Each MEDLINE market segment differs in terms of its computer-sophisticataon previous 
exposure to MEDLINE, and ability to use MEDLINE and other computerized information 
resources in medical practice. A different approach is needed to market to each segment. 
These marketing issues, as well as other ways to segment our physician market, are 
addressed in detail in our Physician Marketing Plan. 
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In the consumer online services industry, total market size can be measured in terms of total 
online hours. However, total online hours are really created by the number of users and 
their individual usage rates. 

For online systems, there are basically three approaches to pricing - 

• Pay-as- You-Go (or Fee-Per-Use), 

• Fixed-Fee-for-Unlimited-Use, and 

• Free with Advertising Support. 

Tay-as-You-Go" is a constant disincentive to any user. The clock is constantly running up 
the fee. To minimize expense, individuals try to limit online time by careful planning before 
getting online or using programs that automate online activities through pre-processing 
(CompuServe's Navigator and NLNTs Grateful MED are two examples). This pricing method 
is a constant drag on a growing market. 

"Fixed-Fee" strategies are designed to attract high-volume users (market-share), not increase 
the total number of users. The fixed-fee pricing remains a barrier to casual users, but for 
established high-volume users, the savings are obvious. Users are now free to work online 
without the pressure of a running up a large bill. On one hand, total market size is increased 
in terms of increased total use. One the other hand, total revenues are depressed and the 
number of new users hasn't increased. 

Tree" strategies which link online service to other revenue sources such as advertising do 
the most to increase total market size by both increasing the use per user and the number of 
users. All high-volume users start as casual users. Once price is removed as a barrier, then the 
underlying utility off the service becomes the major force limiting its utilization. 



Alternative Online Pricing Strategies 
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Clearly, there is enormous growth potential for MEDLINE use by physicians. As noted 
previously, the gradual erosion of several key barriers are contributing to the current growth. 
In the past, usage fees have been the major factor limiting MEDLINE growth. As with other 
online systems, the same pricing issues apply to the MEDLINE market. While there is still 
tremendous growth opportunity in the MEDLINE market, both in terms of individual use 
and number of users, current MEDLINE providers are competing over existing high-volume 
users through price-cutting without increasing the number of causal users. So at a time 
when MEDLINE use is taking off, total MEDLINE revenues are actually falling. By offering 
MEDLINE for tree, Physicians' Online will capture most of the existing MEDLINE users as well as 
create an expanded market by converting non-users into users. 
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Online MEDLINE Source Comparison 
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Without pharmaceutical advertiser support or technical advantage, only a loss-leader 
coupling of MEDLINE to other online products or services can effectively compete with 
Physicians' Online. However, since MEDLINE is currently over 70% of the demand for these 
services, it is unlikely that any other product or service could generate sufficient revenue to 
support this approach. 



Medical Online Services Comparison 
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The CD-ROM MEDLINE market exists only because of the expense of online systems. CD- 
ROM systems require substantial initial hardware expense and ongoing expense for 
subscription updates. However, these expenses are fixed and not related to usage so they 
offer the most savings to high-volume MEDLINE users. Onbne systems have lower start-up 
costs and higher per use fees, so online systems offer lower overall cost to low-volume users. 
CrtR(^%stemI tend to be most cost-effective for institution, while online systems tend to be most 
cost-effective tor individuals. 

In recognition of this fact, CD-ROM vendors have sought to differentiate themselves with 
other value-added features such as text-retrieval performance, ease-of-use, and Grapnical- 
User-Interfaces. However, by eliminating the cost of MEDLINE and adding our 
sophisticated, yet easy-to-use, graphical search interface ^««ans "fa™"*"** 
CD-ROM's main competitive advantages over online systems. MEDLINE will have to be 
bundled as a loss-leader with other CD-ROM products in order to remain competitive. Again, 
lack of demand for these other products makes this a nonviable option. Only some 
institutional sites and heavy-users with substantial investments in existing hardware and 
software will remain a possible CD-ROM MEDLINE market 

NT.M vs Ph ysicians' Online 

NLM is not ultimately threatened by Physicians' Online since our missions are 
complementary - to increase total MEDLINE use. By making MEDLINE readily access.ble, 
easy to-use. and free-of-charge. we significantly increase the total MEDLINE market size 
and the NLM shares in our success with increased total licensing revenue. 

Summary 

Clearly, Physicians' Online presents the most immediate threat to commercial MEDLINE 
vendors. We effectively challenge these current products based on the high-quality of our 
MEDLINE product, with its simple, yet sophisticated, search interface and its price (FRfct). 
Cur user-friendly graphical PC software, additional online products & services, and our 
dedicated on-site terminals further leverage our competitive position and c. v & additional 
barriers to protect our share of the "Physician Desktop." 

We have a clear "First-Mover Advantage" by having a pharmaceutical advertising support 
mechanism in place as well as a technical development lead time. Our technical lead time is 
further preserved by our exclusive software development arrangement with Conquest 
Software Technologies. ConQuest is the current technical leader in the text-retneval 
market Their sophisticated text-retrieval software out-performs all traditional Boolean 
systems and they have a technical lead time over rival text-retneval systems of 2 to 3 years 
with their patented software technology. 
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II - Consumer Online Services 



Thf Rig Three 

The consumer online services market is both emerging and highly competitive. What was 
once a relatively fragmented industry has coalesced into an industry made up of three large, 
mass-market information services. The "Big Three" include Prodigy, CompuServe, and 
America Online. Each has hundreds of thousands of individual subscribers and draws their 
substance from hundreds of information providers and distributors. 

America Online, although the smallest of the three, is the clear technical leader. It has a 
sophisticated and easy-to-use Graphical-User-Interface (GUI) which is mouse and menu 
driven and which runs smoothly on Windows, Macintosh, and DOS. Prodigy and 
CompuServe are both developing similar interfaces to compete with America Online. 



Consumer Online Market Share 

(membership estimates for 1992) 
Other 

America Online 5% 




CompuServe Source: Alex. Brown 

41% 



Mass Mark** vs Niche M ?rlci»t Strategies 

Following a traditional "publishing" business model, the Big Three offer a wide variety of 
low-value/low-cost information products designed to capture the widest range of users 
possible. Marketing strategies are directed toward increasing both market-share and market 
size (increasing both the number of users and their individual use). 

While the Big Three are battling over the emerging mass-market, other online services (such 
as Dialog, Delphi, Lexis, BRS, PaperChase, Newsnet, Dow Jones) are quietly capturing niche 
professional markets. These services offer high-value/high-cost specialized information 
products that service specific needs of carefully targeted users. On a financial basis, targeted 
media consistently out-pertorm mass market media. This is because the information provided is 
more valuable to the target audience and the advertising is more valuable to companies 
targeting that audience. 

Window of Opportunity The Medical Niche 

Following a similar niche market strategy, Physicians' Online offers high-vdue/high-cost 
information products to a specific high-value target audience. Physicians Online doesn t 
present an immediate threat to the current crop of commercial online systems. However, the 
window of opportunity to capture our niche market may narrow if the Big Three shift their 
marketing strategies from mass markets to niche markets of higher value information 
products and services. 
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Although we have both a technical edge and pharmaceutical marketing support mechanism 
in place, these companies have deep pockets and many other products and services they 
could bundle or use as loss-leaders. We will use our lead time to leverage our "First-Mover 
Advantage" to control the "Physician Desktop" and erect effective physician market barriers. 



Ill • Medical Online Services 

ftMA/NET 

Several previous attempts to create online information services for physicians are now 
defiinct, including MINET, PHYCOM, and AMA/NET. In 1981, MINET (Medical 
Information Network) was announced by GTE Telenet. In 1983, MINET went online and 
offered three primary services - MEDMAIL, PHYCOM, and AMA/NET. MEDMAIL was 
essentially a repackaging of GTE's TELEMAIL service for the medical profession. PHYCOM 
was a pharmaceutical advertiser-supported online service that failed to develop any products 
or services that could attract physician use. AMA/NET offered a comprehensive menu-driven 
package of high-quality but hard-to-use services and databases designed to appeal to 
physicians MINET and PHYCOM quickly died from lack of physician demand due, in part, 
to the immature PC market. With the AMA's financial backing, AMA/NET lingered on until 
1990, when the AMA claimed it could no longer justify shouldering the ongoing losses. 

One can argue that the AMA abandoned AMA/NET prematurely. The AMA was certainly 
well-positioned to leverage its large membership and computer use by physicians was clearly 
on the rise. However, AMA/NET never had more than 40,000 members - and less than 5,000 
were ever "active" (i.e., used the system more than once). Why? Because AMA/NET was a 
Tee-per-Use* network -- with charges ranging from $38 to $42 per hour! 

ITS HofllthLmk 

With the demise of AMA/NET in August 1990, there were no online services dedicated to the 
medical profession until the Spring of 1992. Hard-core physician-users still had the 
MEDSIG Forum on CompuServe, but it's relatively expensive and doesn't offer information 
products and services designed to appeal to most physicians. 

Then, in the Spring of 1992, a resurrected version of AMA/NET, renamed US HealthLink, 
went online. No longer affiliated with the deep pockets of the AMA, US HealthLink is set up 
as a cooperative venture between the Oregon Health Sciences University (OHSU) and the 
IEI Network, Inc., an organization formed by former AMA/NET staff. Otherwise, US 
HealthLink appears identical to the old AMA/NET. When a user signs on to US HealthLink, 
he is greeted by the same old Clunky* interface and the same comprehensive, but hard to 
use, package of services and databases. The list includes MEDLINE, EMPIRES Literature 
Service, MEDICOM Drug Interaction Service, COMTEX Medical News Service, Bulletin 
Boards,' Electronic Mail Service, Clipping Service, etc. In addition, there is a selection of 
services from the MGH/Harvard computer network including DXplain, a diagnostic decision- 
support tool developed at MGH. 

*fiu MEDLINE offered is a stripped-down version developed by OHSU. It has a clumsy 
interface and only offers abstracts back to 1987 (A complete version of MEDLINE would go 
back to 1966). EMPIRES (Excerpta Medica Physicians Information Retrieval and Education 
Service) Literature Service is derived from EMBASE, the biomedical bibliographic database 
maintained by Elsevier Science Publishers. This database is much smaller than MEDLINE 
- only covering 320 journals since 1989. However, it has a better search interface than the 
OSHU version of MEDLINE. 

So physicians familiar with AMA/NET feel right at home with US HealthLink. What has 
changed is the market strategy. Instead of "Fee-per-Use," US HealthLink offers physicians a 
a Fixed-Fee-fo^-'Unlimited , -Use' , ('Unlimited' here means less than 4 hours per month). US 
HealthLink charges a fixed $35 per month ($420 per year) for "Core Products & Service" plus 
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additional fees for "Premium Services" (Support/FaxAlert), Faxes, Full-Text Reprints, 
Personal Clipping Services, and communications cost in excess of 4 hours per month. 

IJ fl HpalthL ink vs Physicians' Online 

The more our system Is used, the more money we make ... the more their system is 
used, the more money they lose! 

US HealthLink derives its revenue from a fixed-fee charged monthly to its subscribing 
physicians. This strategy superficially appears to benefit physicians, however, under closer 
inspection, US HealthLink does not truly encourage physician use. From US Healthlink's 
perspective, the most profit is generated by selling monthly contracts (which generate 
revenue) but never actually delivering the service (which generates cost). And, as discussed 
previously, this pricing strategy captures market-share of existing high-volume users, but 
does nothing to attract new or casual users. 

Physicians' Online offers the same products and services as US HealthLink, albeit at much 
higher-quality and for FREE with advertising. Cost is no longer an issue. Since advertisers 
are charged only if the ads are actually viewed CTay-per-View"), the more physicians use the 
system, the more money Physicians' Online makes. In other words, we are motivated to 
make our system more useful and responsive to our members needs. US HealthLink makes 
money selling monthly contracts to physicians who don't use the system. We make our 
money when our system is used. 

Although US HealthLink is a competing full-service online information system designed for 
physicians, Physicians' Online has several key advantages, including - 

(1) Our MEDLINE is complete and has the best search interface on the 
market. 

(2) Our on-site terminals make Physicians' Online conveniently accessible. 

(3) Our dedicated communications software is a user-friendly "Graphical- 
User-Interface" (GUI). 

(4) Our reliance on "Pay-per-View" advertising, rather than membership 
fees, enables Physicians' Online to profitably encourage use by every 
physician - new and causal users, as well as high-volume users. 

(5) Our system delivers superior product, performance, and service and is 
priced to be free-of-charge with advertising or competitively priced 
without advertising. 

(6) Our system has the backing of professional societies. 

(7) Our system delivers its service to "members" not "customers." 

US HealthLink provides a favorable focus for comparison and allows us to "piggyback" our 
membership marketing efforts. Since US HealthLink subscribers pay monthly, not annually, 
there is no penalty for switching immediately to Physicians' Online. Without a m^jor 
technical overhaul to improve their user-interface, overhaul their MEDLINE module, and 
shift their market strategy to an advertiser-supported system, we expect to acquire most of 
their subscribers. 

US HealthLink has approximately 5,000 members and has established a gateway connecting 
an additional 2,000 Physician Computer Network (PCN) members. Physicians' Online is 
well-positioned to capture the US HealthLink customer-base, in part, because we have an 
implementation lead time of at least six to twelve months that provides ample time to erect 
the required barriers. In addition, US HealthLink may be constrained contractually, 
financially, and bureaucratically by their OHSU relationship. 
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Features: US HealthLink vs Physicians 1 Online 
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Cost 

Free online time 
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phYfijrifln Computer Network (PCN) 

Physician Computer Network (PCN) is attempting to establish a nationwide network linking 
office-based physicians electronically with a variety of health-care organizations. As stated 
in their Second Quarterly Report for 1992: Physician Computer Network, Inc. - 

operates a national, interactive, two-way and verifiable electronic 
communications Network linking its office-based Physician Members and the 
healthcare industry. This interactive Network provides both physicians and 
healthcare organizations, such as hospitals, clinical laboratories, Medicare, 
insurance carriers, pharmaceutical manufacturers, managed care providers 
and others with a cost-effective means of information exchange which 
enhances practice administration and increases productivity... Our goal 
remains to create the largest, on-line and interactive Physician Network in 
America. 

As originally conceived, PCN offered physicians a complete medical office management 
system - including software, hardware, training, and support - free-of-charge. In return, 
physicians were required to view 90 minutes of interactive advertising per month and allow 
PCN to retrieve confidential patient information for resale as "anonymous, aggregate chnica 
data." 



THp Four Rf 1fit*H Business Sermenta of PCN 

1- NETWORK SERVICES 

PCN offers a comprehensive medical office management system designed to 
computerize patient records and to generating patient billing, insurance claims 
billing, and wide variety of financial and clinical reports. 

2 - INTERACTIVE MEDIA . £ ^ xr - 

PCN offers the pharmaceutical industry an interactive, verified, Pay-per-VieW 
advertising vehicle that physicians are forced to view for 90 minutes each month. 

3- COMMUNICATION DATA-LINKS 

PCN offers an online network connecting physician offices to other health-care 
organizations including -- hospitals, clinical laboratories, managed health-care 
providers, claims clearinghouses, and insurance companies. 



CLINICAL MARKETING DATA . > 

PCN offers clinical data and market research gathered from the physicians 
patient records for purposes of obtaining health-care treatment practices and 
observational & post-marketing surveillance reports about pharmaceutical 



products. 



Market Resis tance to PCN 

Founded in 1988, the PCN concept attracted strong backing from IBM, several 
pharmaceutical companies, Lehman Brothers, and others. Four years and $50 million 
there are still less than 2,000 installed systems and PCN is running out of money. In 
addition, PCN continues to receive a cool reception from physicians. Why ? 

(1) Physicians resist using any media that forces them to view advertising. PCN 
insults physicians by requiring them to spend 90 minutes per month viewing 
advertising and taking quizzes on the ads viewed. 
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(2) Busy physicians value their time as much as their money. So the financial 
savings have to be substantial for physicians to eagerly sign-up for the 
privilege of viewing 90 minutes of advertising per month. 

(3) The PCN medical office system differentiated itself from competition based on 
price alone. Who are PON's competitors? A rapidly growing and highly 
competitive medical office system market that offers many inexpensive and 
high-quality alternatives to PCN. Over 50 msgor medical office systems are 
available from well-established companies with a combined mstalled-base ot 
over 50,000 users. These software packages are distributed and serviced by 
the growing legions of small service-oriented medical office system 
companies. These small "Value-Added-Resellers" (VARs) specialize in the 
medical office system market and offer customized packages of hardware and 
software to meet the individual needs of their client physicians. These local 
vendors offer a personal approach to customization and service. Vendors can 
take advantage of the wide variety of high-quality low-cost alternatives to 
IBM hardware (computers, drives, monitors, printers, etc.) and pass these 
savings on to their client physician. In short, they bundle hardware, 
software, customization, training, service, and ongoing support, as complete 
system solutions that effectively compete with PCN in terms of price and 
quality. 

(4) PCN has targeted high-patient volume practices. For large practices, 
computerization pays for itself. Custom computer solutions are a small 
fraction of overall practice costs. Savings are immediately realized through 
better practice management and financial controls. Revenue growth is 
realized through improved claims processing and patient accounts tracking. 
So for high volume practices, the small savings afforded by PCN is a false 
economic benefit Large practices can not afford to not have the best possible 
computer system customized to their individual practice needs. And with the 
proliferation of lower-cost medical office systems, computerization is cost 
effective even for solo-practices. Small local service-oriented vendors are best 
positioned to met the medical office system needs of physicians and are the 
m^jor threat to PCN. 

(5) PCN preys on the widespread computer ignorance of physicians. PCN offers 
a single solution to simplify choice for busy physicians. Although a simple 
choice, PCN is not the best choice. Computer savvy physicians realize there 
is no simple solution. A computer system must meet the unique 
requirements of each physician. Fortunately, computer ignorant physicians 
are not isolated from the computer-sophisticated. Physicians are rapidly 
becoming more computer-sawy, in part, reflecting the computerization of 
society in general. And, as discussed before, physicians are trained to use 
their peers as an information resource. If a physician feels uncomfortable 
with computer technology, he will rely on peers with more computer 
knowledge to guide his purchase decisions. Physicians who have become 
early adopters of computer technology have a tremendous influence on their 
peers and the futu^ direction of medical computing in general. ^ e ^°je by 
failing to win the enthusiasm of computer-sophisticated physicians, PCN has 
lost tremendous market leverage. 

(6) Since PC^s introduction, more strings have become attached to the 
"Physician Member Agreement." Today, in addition to the 90 minutes of 
mandatory advertising viewing each month, physicians must pay up to 
$2,760 per year and sign a guarantee to continue lease payments should PCN 
fail. Where's the incentive? 

(7) Finally, physicians avoid any activity that potentially violates patient 
confidentiality. As stated in their annual report; "PCN, by virtue of our 
Physician Member Agreement, has the right to market the anonymous, ^ 
aggregate clinical data contained in the databases of its Physician Members. 

©@KiiFO©iwnr o&l 
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How can patient confidentiality be preserved if PCN has regular access to 
patient records? And even if PCN could convince physicians that 
confidentiality is preserved - Can PCN convince the public? Do physicians 
really want patients to know their personal medical records are being traded lor 
some computer equipment? For most physicians, it's just not worth it. These 
controversial ethical issues have irreparably distanced PCN from the public, 
the medical profession, and the pharmaceutical industry. 

PP.Tfr A Viable Advertising Medium? 

Initially Physicians' Online competes only with the INTERACTIVE MEDIA segment of PCN. 
Strangely, this is the most underdeveloped portion of PCN. A viable advertising medium 
must combine both — 

(1) an information component (content) - tailored to the needs of a target 
audience and 

(2) an advertising component - tailored to the needs of advertisers 
targeting the same audience. 

As previously mentioned, PHYCOM was a failed attempt to establish an advertiser- 
supported online network because it failed to develop any information content other than 
advertising. Similarly, PCN has a powerful advertising component without providing any 
information content. In fact, the primary user of the system is the physician s office staff, not 
the physician. So how can you get physicians to view advertising without delivering 
information content? PCN "solves" this problem by contractually obliging physicians to view 
their ads. Basically, PCN pays physicians to view advertising. This heavy-handed approach 
is direct but creates a medium that has no content other than coercive advertising. 

Physicians' Online takes a more traditional approach to attracting its audience. By providing 
physicians with information products and services they can use, Physicians- Online use 
becomes a natural component of the health-care delivery process. By moving to the background 
and being targeted to the individual user, Physicians' Online's advertising is transformed 
into another useful information resource that is always available when needed -- not a yo 
minute interruption every month. 

Network Building Strategy 

While both PCN and P/rystciarus' Online share an ambitious mission, the real issue is - "How 
to get there?" Two distinct network building strategies have emerged - PCN vs Physicians 
Online. 

The PCN strategy relies on the installation of complex and costly office management systems 
that link physician offices to the PCN network. These systems are primarily used by office 
staff Physicians only use the system for the mandatory monthly viewing of advertising. 
While this strategy produces contractually captive customers with high system-switching 
costs, their competitors have a large installed customer-base with similar high system- 
etching costs. Since PCI^s ability to capture existing market-share is limited^PON is 
for- ed to compete with many well-established medical office system vendors in order to 
capture a share of the remaining physician offices yet to be computerized. With a limited 
number of captive physicians, PCN faces an uphill battle in attracting the many participants 
and the capital needed to establish a true national medical information & communications 
network. 

The Physicians' Online strategy relies on the installation of simple and low-cost software in 
existing computer systems and the placement of low-cost and easy-to-use dedicated terminals 
at convenient sites in the health-care environment that link to the Physicians Online 
network. Physicians' Online is used exclusively by physicians and provides information & 
communication services on demand and or point -of-need. Physicians' Online provides a very 
attractive alternative for the existing installed-base of competing online information 



Physicians' Online IV - The Market Strategy I 38 

providers who currently face low switching costs. In turn, Physicians' Online creates high 
customer switching costs due to its pricing, technology, products, alliances with multiple 
organizations, CME credits, membership services, and support. With an ability to serve 
every practicing physician, Physicians' Online can attract the critical mass of participants 
and capital needed to establish a true national medical information & communications 
network. 
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ftririiHnnal Obstacles for PCN 

PON's stated goal is to install over 15,000 office systems by 1995. Even if PCN manages to 
convince enough physicians to sign-up, serious obstacles remain - 

(1) Management distraction due to recurring financial restructuring requirements. 

(2) Loss of flexibility due to complex financial structure. 

(3) Limited financial capability due to excessive debt and impending liquidity crisis. 

(4) Existing bad-will with "stakeholders" including physicians, pharmaceutical 
companies, data-link partners, and investors. 



Stakeholders 


Issues 1 


Physicians 


• Financial Commitment 

• Public Relations 

• Ethical Issues regarding confidential patient data 

• Coercive and Insulting Advertising Format 


Pharmaceutical Companies 


• Failure to meet charter sponsors* expectations 

• Limited Market Penetration 

• Financial Wherewithal 


Data-Link Partners 


• Warrants issued have lost value 

• Viability: New Program Credibility 

• Financial Wherewithal 


Investors 


• Deteriorating stock price 

• Impending defaults on debts 

• Where will additional capital come from? 



Tn Summary 

The key to success for any national online health-care network is to win the support of the 
medical profession. Using ^66" medical office systems as its entry point, PCN has 
attempted to build physician support through bribery. Due to poor financial performance, 
PCN has been forced to add physician fees, thereby eliminating the "free computer" 
incentive. In a highly competitive medical office system market, the PCN system must now 
compete based on quality and service, not cost So far, PCN has spent over $50 million to 
connect less than 2,000 office sites to their network. After spending over $25,000 per office, 
PCN still has less than 5% of the medical office system market 

As part of its shifting strategy, PCN is now placing a greater emphasis on other network 
capabilities in order to diversify revenue sources beyond "Pay-per-View" advertising. No 
wonder. With a network reaching less than 1% of physicians, PCN*s ability to build an 
effective online advertising medium is limited. Without physicians, PCN has no product To 
be an effective advertising medium, you need subscribers. PCN*s key to success remains » it 
must attract more physicians. 

In the face of negative publicity, unanswered ethical issues, floundering finances, and a cool 
reception by physicians and the pharmaceutical industry, Physician Computer Network has 
a precarious future. However, PCN's diff icuttiea provide Physicians' Online with valuable lessons 
and validate our unique physician market strategy. 
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We foresee that, due to - 

(1) the large Net Operating Loss carry forward of $50 million, 

(2) existing contracts with service providers, and 

(3) small but significant installed-base of users (less than 2,000) 

at some point, PCN could be an attractive acquisition target for Physicians' Online. 



Mprtical Rnri ftY Q"l™» Systems 

Most medical societies are exploring ways to offer online bulletin board systems (BBSs) for 
their members. Although more cautious than the AMA, the American College of Physicians 
(ACP) has been a leader in this area. They have been influential in dramatically improving 
the quality of medical abstracts found in MEDLINE by creating a logical format which is now 
the standard followed by most medical writers. They recently started RESNET a online 
system for medical residents that uses a subset of the CompuServe system. In April 1992, 
the ACP introduced the "ACP-NLM Flat Fee Program." ACP members can have virtually 
unlimited access to the NLM network via Grateful Med software for only $200 per year 
Although plans have not been made public, ACP was recently granted a trademark for Al^r* 
Online." Clearly they are preparing for a more comprehensive online system. 

As AMA/NET clearly demonstrated, medical society online systems face the same barriers to 
success as other online systems. Physicians' Online enables medical societies to safely 
establish their own online systems on our network. For a participating medical society, we 
develop and maintain their Medical Society Forum on Physicians' Online. Medical Society 
Forums are complete BBS systems and have all the same features available on Physicians 
Online including their own membership, E-mail systems, bulletin boards, libraries, etc. 

Note- Medical society support for Physicians 9 Online does not imply medical society 
endorsement for online advertising. Physicians' Online functions the same whether or not 
the advertising-support features are turned on. The choice of whether or not to turn on the 
advertising is left for the individual physician to decide. Physicians may chose to turn off 
the advertising features at any time and assume the cost of services provided. 



IV - Pharmaceutical Marketing Media 



Pharmaceutical Mark eting Market 

In 1991, $63 billion of prescriptions were written by less than half a million physicians -- ov< 
$150,000 per physician. Pharmaceutical companies currently spend approwmately $5 billio 
dollars annually on the sales and marketing of drugs and an additional $2 billion dollars on 
the distribution of free drug samples - over $15,000 per physician. These marketing and 
sales activities include - 

• sales calls to physicians by manufacturers' sales representatives, 

• professional journal advertising, 

• direct mail and telemarketing communications to physicians, 

• distribution of free drug samples to physicians, 

• marketing and sales research, etc. 

The largest prescribing specialties are internal medicine, family practice, general practice, 
and cardiology. Together, these specialties accounted for over half the prescription sales in 
1991. In 1961, there were 656 drugs available by prescription in the US - today there are 
over 8,000. This has created a marketing "din," as a plethora of products are vying for the 
limited attention of busy medical professionals. Increasing competition, falling profit 
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margins, and increasing marketing costs have created an acute need for more careful market 
segmentation and targeting of pharmaceutical marketing campaigns. 



Current Pharmaceutic al Marketing Mix 

Physicians' Online competes with other advertiseT-supported media to secure a share of the 
pharmaceutical marketing pie. Our objective is to establish Physicians' Online advertising 
as a generally accepted part of the standard "Pharmaceutical Marketing Ma. Our medium 
is positioned to complement, not compete, with other media in the overall pharmaceutical 
. marketing mix. 

The Current Pharmaceutical Marketing Mix 

Field -rv _ ,. 

Rods Rad, ° 
MedicalJournals •* I / Magazines 

Direct Mail \ \ I // Newspapers 
Brochures -x^^S^^^^^^^*-- Friends 
Drug Samples aHyflHHESBfc Peers 



Conferences SE2 
Clinical Trials // \ % atlents 

Telemarketing / 1 

Ad Word of Mouth 
Surveys gp^^m^ 

Gifts Services 



The extremely competitive nature of pharmaceutical marketing assures rapid acceptance of any new 
medium that effectively targets physicians. Pharmaceutical marketing appears to be ruled by a 
herd psychology: "So go the Competition - So go We." Pharmaceutical companies can not 
neglect any marketing method that might give competitors an edge. 

The merest possibility of a new medium attracts widespread interest by the pharmaceutical 
industry. Witness Medico/ News Network (MNN), scheduled for launch in the Spring of 
1993 Whittle Communications claims to have raised over $100 million in pharmaceutical 
advertising commitments for this new multimedia project. To date, MNN can t claim a single 
physician user. And, even in the face of negative publicity, unanswered ethical issues, 
floundering finances/and a cool reception by physicians, Physicians Computer Network 
(PCN) successfully completed an IPO for $36 million in 1991. PCN has already spent over 
$50 million to connect less than 2,000 office sites to its network - over $25,000 per physician! 

So new media products will continue to proliferate as long as there remains such a large 
market opportunity. The media companies that serve this industry are ^well-capitalized. 
They are all well-positiorted to leverage their existing pharmaceutical client-base to sponsor 
new media opportunities as they arise. 

As a relatively undercapitalized "dark horse" entrant. Physicians' Online must leverage its 
"First-Mover Advantage" by rapidly creating barriers to ward off these well-positioned and 
well-capitalized competitors. Only one barrier can really protect us - 

a completely satisfied physician membership. 



Physicians' Online 
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The key to our success Is ABSOLUTE DEDICATION TO "CVSTOMFIT S ERVICE - 

(1) Physicians must feel like "members- not "customers." 

(2) Physicians must view Physicians' Online as a quality information service that 
maintains the integrity of its information products and clearly separates the 
needs of physicians from the demands of pharmaceutical advertisers. 

(3) We must nurture our ongoing member relations by offering only the highest 
quality products, services, and support. 

Our satisfied members become our most potent marketing weapon by recruiting new 
membership, leveraging our marketing into new clinical sites, and securing our market-share 
against future competition. ("Why switch? Physicians' Online is great, friendly, free, and 
ours." a How many high-quality, free-of-charge, medical information services do you needD 

As a national "medical information utility," our goal is to position Physicians' Online as a 
"natural monopoly" by leaving no opportunity for competition to exploit A steady stream of 
new products & services, dedication to membership service, professional society 
endorsements, and a large installed-base of on-site terminals make Physicians' Online . 
difficult to duplicate, even for large well-heeled media companies. 



Yfrittl* Communications' MpHipaI News Network (MNN) 

While little detail has been revealed about Medical News Network (MNN), company officials 
confirm that Whittle will begin pilot testing an advertising-supported "News and Continuing 
Medical Education" system for physicians in the spring of 1993. This non-mteractive 
broadcast information system will be delivered via television to the physician s office. 

Consistent with Whittle's previous efforts, MNN will be an extremely costly endeavor with 
the most significant investment being in the areas of programming and broadcasting. It 
appears the system will broadcast its programming in a flexible format similar to Pay-per- 
View" television in order to register physicians for CME credits and audit audience 
participation. Presumably, MNN will match its advertisers with their intended audience. 

Potential O bstacles for MNN 

While Whittle has pre-sold all the advertising slots for the first year, MNN faces a number of 
physician and advertiser acceptance issues - 

(1) Given the peripatetic nature of patient care, the physicians' office may not be 
the most suitable place for such viewing. In fact, physicians may prefer to 
continue to receive such programming through the existing lunch or vacation 
conference formats. 

.2) Physicians may prefer to earn CME credits in a more interactive or self- 
directed educational environment. 

(3) If physicians can't flexibly schedule MNN viewing to coincide with their busy 
schedules, this system will fail from lack of viewers - indicative of yet 
another advertiser-supported service that was insensitive to the needs of 
physicians. 

(4) Since all the advertising space for the first year is sold-out, many companies 
will be excluded from participation. This exclusion creates an opportunity for 
another competitor, like Physicians' Online, to attract interest 
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ftn fiT.TfflP Hpr * Market Onnortiinitv Created hv MNN 

Given the cost of developing and maintaining the MNN system and given that the system 
reauires changing physicians' habits, it is not clear MNN will prove cost-effective for 
advertisers. While MNN publicity will increase general awareness of alternative media and 
promote pharmaceutical company acceptance of new media, Physicians Online, with its cost- 
effective micro-marketing approach and sophisticated precision-targeting features, will 
greatly benefit from Whittle's investment and educational efforts. 



V - Pharmaceutical Micromarketing Industry 

FmPiying Pharmaceut ical Micromarketing Industry 

Pharmaceutical marketing in the 1990s is trending towards micromarketing The four 
characteristics making the pharmaceutical market conducive to micromarketing are: 

(1) measurability - the potentiatand actual market size of the specific drugs 

being marketed can be determined; 

(2) accessibility - physicians, the purchasing decision maker in this industry, 

can be targeted; „ . , 

(3) profitability ~ pharmaceutical companies spend $7 billion annually in the 

US on sales and marketing and drug sampling; and, 

(4) stability - the pharmaceutical industry is recession-resistant. 

The principal objectives of micromarketing and sales research information are » 

(1) to enable pharmaceutical manufacturers to compensate their sales 
representatives based on geographic sales or prescription activity, 

(2) to quantify individual product sales and prescription levels, and 

(3) to direct their marketing and selling activities to specified or selected 
groups of physicians. 

Currently, approximately $500 million annually goes towards the purchase of prescription- 
drug information. Two companies have historically dominated the prescription-drug 
information market: IMS and Walsh International. Both companies offer drug-information 
products based on pharmaceutical sales date segmented by zip code. In other words, they 
provide prescribing information that is aggregated geographically, not at the individual 
physician level. This creates a market opportunity for prescnber-level data. 

MMG (Medical Marketing Group) and PMSI (Pharmaceutical Marketing Services Inc. - a 
Walsh International spin-off) are both emerging companies that are setting new standards in 
pharmaceutical micromarketing. They have both developed physician-specific profiling 
databases. By slicing their data in a variety of ways, they have developed ' senes of ireful 
marketing information * Kiucts that enable pharmaceutical companies to direct their efforts 
to influencing the prescribing habits of specific physicians. These sophisticated 
pharmaceutical marketing support tools, based on prescription date, track the prescribing 
behavior of any targeted market segment down to the individual physician. 



Limited Sunnlv of Media Targeting ftpftcifiT Physicians 

While these new prescriber-level marketing tools provide a powerful means to target 
pharmaceutical marketing efforts, the supply of media targeting physicians at an individual 
level is limited. 
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Aririitinnnl Ff H atorv ConsidpraHnnft rwming Pharmaceutical Marketing Practices 

Pharmaceutical marketing practices have come under increasing scrutiny. Pharmaceutical 
advertising, marketing, and promotional practices have drawn critical fire during recent 
hearings held before the Senate Committee on Labor and Human Resources. Legislation 
strengthening the Food and Drug Administration's (FDA) authority to police drug company 
promotional activities has been proposed. 

In an effort to pre-empt the creation of formal legislation by a gesture of self-regulation, the 
Pharmaceutical Manufacturers Association (PMA) and the American Medical Association 
(AMA) issued guidelines outlining acceptable and unacceptable promotional practices. Other 
professional societies, including the American College of Cardiology (ACC) and the American 
College of Physicians (ACP), have issued similar guidelines. 

AMA Ethical Guidelines on Drug Industry Gifts 

(adopted December 1990) 

Unacceptable gifts 

• Cash 

• Subsidies for travel, lodging or personal expenses or in compensation of time spent Tor 
physicians attending conferences or meetings. 

• Payment for token consulting or advisory services. 

• Gifts with "strings attached," such as those given in relation to a physicians' prescribing 
practices. 

Acceptable gifts 

• Gifts with educational value, such as textbooks. 

• Work-related gifts of minimal value: pens, notepads and penlights. 

• Subsidies to underwrite the costs of continuing medical education conferences or 
professional meetings. 

• Scholarships for medical students, residents and fellows to attend educational 
conferences, as long as selection is made by their academic institutions. 

• Reasonable condensation and reimbursement of expenses sustained by consultants. 

• Modest meals, usually in conjunction with educational programs. 

These guidelines have forced the discontinuation of certain practices and the modification of 
many others. 

For example, 

in 1988, $165 million was spent by pharmaceutical companies to pay for 
physicians and their spouses to attend meetings in resort spots such as 
Monte Carlo and Palm Springs, complete with entertainment such as cruises 
and golf outings. 

Such practices, as well as cash subsidies, clinical "research" grants, and other valuable gifts 
"with strings attached," have been dramatically curtailed. Uveling the playing field of 
-unsavory" marketing practices has treed up marketing dollars to invest in other promotional areas. 

Tlie FDA is also being pressured to create stricter regulations regarding the degree of 
product disclosure information. included with pharmaceutical advertising. ~ . sral studies 
have pointed to the lack of adequate product disclosure information and the widespread use 
of dangerously misleading product messages included in many pharmaceutical marketing 
campaigns. 

Hf j W Ho these regulations effect Physicians' Online? 

(1) Physicians' Onlineis the only advertising medium that complies with the spirit of FDA 
disclosure regulations. With Physicians' Online, online advertising is not only 
linked to complete FDA product information but also to relevant medical 
literature, pharmaceutical detailing databases, independent USP drug 
information, and fulfillment services. 
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Physicians' Online 

Currently, prescriber-level information is only useful in - 
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• directing sales representatives, 

• direct mail campaigns, and 

• telemarketing efforts. 

Prescriber-level targeting tools are available but the supply of true prescriber-level targeted 
media is limited. In fact, the prescriber-level data market leader, MMG, is attempting an 
aggressive acquisition strategy designed to increase the demand for their services by creating 
a new supply of media which target physicians based on their prescriber-level database. 

The need for more careful market segmentation and targeting of marketing campaigns 
have lead to a proliferation of both traditional and newer non-traditional mediums to 
reach physicians. Drug companies have provided increased advertising support for 
newer marketing mediums especially those which target their markets more 
selectively. This has caused an increasing shift of the $400 million dollars per year 
devoted to traditional journal advertising, as pharmaceutical firms become 
increasingly receptive to these newer advertising vehicles. They are actively looking 

fornew means to reach physicians. 

("Medical publications under siege from "new media" Publishing News, May 1990, p. 44.) 

This trend is our market opportunity. Physicians' Online provides a medium which naturally 
complements pharmaceutical micromarketing services by providing a true physician-level 
targeted medium. An alliance with a prescriber-level prescription data provider allows us to 
strengthen our targeting features by including direct "prescription behavior targeting." In 
addition to targeting by demographics and context, physicians can also be targeted by their 
specific drug prescribing practices. 

Limited Psy chometric Data Sources 

Pharmaceutical micromarketing companies are also exploring alternate sources of relevant 
prescriber-level marketing information other than prescription data - 

(1) to enhance the overall predictive value of their marketing tools and 

(2) to decrease their strategic dependence on providers of raw prescription data. 

One approach is to add "attitudinal" or "psychometric" data to their products. However, this 
data is currently compiled from relatively primitive survey data. 

Physicians' Online offers a source of proprietary prescriber-level psychometric data that is 
continuously generated from online user activity. Our prescriber-level psychometric data can be 
combined with prescriber-level prescription data to create new marketing tools which not only track 
but also predict physician prescribing behavior. 

yjftw Source for Presc riber-level Prescription Data 

Initially, Physicians' Online will not enter the prescription data market which is currently 
dominated by IMS, Walsh, and Medco. However, with the advent of hand-held, pen-operated 
computers with cellular data network capability * c are well-positioned to offer 
prescription fulfillment services and thus become an independent source of prescriber-level 
prescription data in addition to our psychometric data. 

Drupr Sam pling Services 

An estimated $2 billion worth of free drug samples are distributed annually via drug 
manufacturers' sales forces. However, increased Federal regulation requires documentation 
of the final destination of these samples and forces drug manufacturers to track these 
samples more closely, thus creating another market opportunity. Through our ad linkages, 
drug detailing boards, and special E-mail offerings, drug sample fulfillment services are 
conveniently offered electronically to physicians, thus automating both the fulfillment 
process and the required record-keeping. 
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(2) Physicians' Online terminals and dedicated software are clearly of educational value, so 
their distribution by sponsoring pharmaceutical companies doesn't violate any 
ethical guidelines. 

(3) Our online "advertising shell* enables us to clearly distinguish between promotional 
messages and information products. Our information products are not 
contaminated, in anyway, by promotional material. 



Our Growth Strategy 

Online advertising enables Physicians' Online to deliver virtually any information product or 
service free-of-charge, to physicians, while paying royalties to third-party information and 
service providers. Our growth is fueled by our strong cash flow position and our ability to 
encompass new "micro-information niches" by incrementally adding new products & services 
and serving new elements in the overall "Medical Information Grid". By connecting medical 
professionals, pharmaceutical companies, pharmacies, medical information & service 
providers, hospitals, laboratories, offices, insurance companies, and, ultimately, patients, 
with a national electronic communications network, Physicians' Online becomes a platform- 
independent -distribution system" which maintains growth by "feeding it a steady stream of 
new information products and communication services. 



Network Expansion to a Comprohanatva Medical Information Utility 




Physicians' Online is also well-positioned to leverage its physician membership to exploit the 
huge market opportunities that will open with the imminent introduction of low-cost, pocket- 
sized pen-operated computers able to connect wirelessly to national cellular data networks. 
Prescription fulfillment services, prescription data, pharmaceutical marketing services, 
patient laboratory data, insurance claims processing, personal pager services, 
communications services, FAX networks, etc. will all be within easy striking distance. 



Physicians' Online 
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Summary 



To provide a comprehensive solution to the overwhelming information 
retrieval and communications problems of toda/s physician is both our 
challenge and our opportunity. 



Physicians' Online is dedicated to serve the information and communications needs of 
physicians and the marketing needs of the pharmaceutical industry. 

Physicians' Online initially distributes third-party produced information products and 
services, on demand, at point-of-need, and free-of-charge, to member physicians while 
simultaneously providing the pharmaceutical industry with a sophisticated, cost-effective, 
precisely-targetable, fully-accountable, non-coercive, risk-free, "Pay-per-View* advertising 
medium. 

Physicians' Online is well-positioned to become the leading communications conduit through 
which all health-care transactions are routed. 
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Our Management Team 



Founder, Chairman, & Chief Executive Officer - Christian Mayaud MD 

Chris Mayaud brings an intimate understanding of the information needs of practicing 
physicians, from his background as a practicing board-certified internist, and his personal 
experience providing for those needs, by founding and managing a compute' ized medical 
information center at Lfc; Hill Hospital in New York City during his residency training. 
During his professional migration from a "pure science" background in physics to the 
"applied sciences" of engineering and medicine, Chris began directing his attention to 
interdisciplinary problem solving. The opportunity to make a significant contribution to 
health-care, through a strategic application of telecommunications and computer sciences, 
became clear to him during his medical training. The insights derived from observing how 
physicians use computerized information led to the vision of Physicians' Online. The 
subsequent three years of research into the market forces driving the health-care, 
pharmaceutical, and information industries lead to our product and market strategy. Chris 
is responsible for the overall direction, coordination, and implementation of Physicians' 
Online. In addition to day-to-day management responsibilities, he acts as a liaison for 
strategic allies, including medical societies and pharmaceutical sponsors. He also plays a key 
role in building the company's public image. 
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Chief Technology Officer - William Greenberg MD m 

Bill Greenberg brings his technical expertise in computer engineering, medical informatics, 
and vertical-market system-software development, as well as additional market insight as a 
practicing physician. Bill has focused his medical computing expertise on patient care 
systems As Director of the Medical/Computer Knowledge Division of Quality Standards in 
Medicine (QSM), Bill designed and implemented medical expert systems that assess and 
monitor quality of medical care in hospitals. Prior to QSM, he developed numerous computer 
systems, including an automated knowledge entry system for the AI Rheum decision-support 
at the NIH a computerized voice-synthesizer for communicating with ventilator-dependent 
patients, a 'point-of-sale data system, and an air-freight tracking system. Bill is responsible 
for overall system design and implementation, as well as ongoing product development. He 
coordinates the third-party development efforts of software developers, hardware 
manufacturers, and information providers. 



Chief Marketing Officer - Terrlll Burnett _ . 

Terrill Burnett brings an extensive background in developing and implementing marketing 
strategies. As VP of Strategic Planning for Invec International, Terrill worked closely with 
Rhone-Poulenc and Fortune 500 companies to orchestrated successful entries into Ub and 
French markets. She also brings a background in negotiation and conflict management, and 
international banking, complemented by an MBA from UCLA. Her insights into the market 
dynamics of the health-care industry stem from her long-term involvement in DIFCO - a 
privately-held manufacturer of medical laboratory reagents. Ternll is currently refining and 
focusing our marketing strategy. She is responsible for positioning Physicians Online in its 
multiple markets and coordinating the implementation of specific marketing programs. 

Chief Operating Officer - Steven Hochberg . «i M „ ?wl - 

Steve Hochberg brings his expertise in business operations, financial and strategic pw»»ftl 
and implementation of growth strategies. As an entrepreneur, this CPA and Harvard MBA 
has founded, built, and managed, as a chief executive, a $15 million software company, an 
investment fund, and several national professional non-profit organizations. In addition, 
through his widely published research and his client work with Sigoloff & Associates, Alex. 
Brown & Sons, and Bain & Company, Steve has developed a reputation as a business 
viability and strategy expert. During our company's start-up phase, Steve also serves as our 
CFO. 
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Strategy Consultant - Donald Wlleon . 

Don Wilson brings his depth of experience from the information industry and expertise in 
new business development His career includes l?r' management, political work, foreign 
service, corporate law, and management consulting. L» 1970 Don .entered the information 
industry when he planned, organized, and served as the first President of Mead Data 
Central. As founding president of Mead Date Central, he developed LEXIS-- the leading 
online information service for the legal profession. Mead Data Central has become the 
world's largest online full-text information retrieval service with avenues exceeding half a 
billion dollars per year. Don has been "in at the beginnings" of Prodigy, CBS Publishing, the 
Sony Trinitron, the Grolier Electronic Encyclopedia, Dun's Voice, PhiNet, Information 
America, and a number of other enterprises. Don has been active with the Information 
Industry Association's (HA) New Business and Industry Research Committees. He has also 
sponsored the IIA's seminar on "Valuing and Financing Information Companies. 
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Phase I » Projected Earnings at Year 5 

(Best Case / Worst Case Scenarios) 





Worst 


Median 


Best| 


MEDUNE-t*^^ 

\ : ;v;i; : -S1;^ 


3.000,000 
20% 


4.000.000 
50% 


5.000.000 " 
80% 




600,000 


2,000,000 


4,000,000 




300.000 
180.000 
120.000 


1.000.000 
600,000 
400,000 


2,000,000 
1,200,000 
800,000 


'1r«til s oSi»if^:M^«/^f/Clo«%J^ 

•-. -:> : '": *=.- : - :: > - : : •-' '-:>:*■■£:>:?>:"■:*■ V'.. ;." ■•V : *"^"v"-::X.<' 


1,200,000 


4,000,000 


8,000,000 


. /.: : . x: ;.:-.-.<:-. ^.: : v- ■-.f> m &fr#?i&.*$yj& . 


$18 


$20 


$22 


Total Onlln* : ItoyMm '9fY r' : - 


$21,600,000 


$80,000,000 


$176,000,000 


: : Market 
^^i^v." 1 ? : M«iit»r8hlp Fee/Yr 


50.000 
10% 
24 
$0 


150,000 
30% 
27 
$30 


400,000 
80% 
20 
$60 


Total M**^^ : ; i; 


$0 


$4,500,000 


$24,000,000 


Mtoft^lnQ.. Onto JjF^«»; ; 


$0 


$1,000,000 


$5,000,000 


Totaifo^ v 
After Tine Margin % 


$21,600,000 

20% 


$85,500,000 

30% 


$205,000,000 

40% 




$4,320,000 - 


$25,650,000 


$82,000,000 



Phase I - Funds Required & Their Uses 



Round 1 - Alliance Building Phase (3 months) 



$250,000 



Obtain Initial Online Advertising Commitments 
Obtain Initial On-site Terminal Commitments 
Begin Pharmaceutical Advisory Board Recruitment 
Begin Medical Society Advisory Board Recruitment 
Finalize Core Information Product Contracts 
Finalize System Development Contracts 
Finalize Terminal Supplier Contracts 
Finalize BBS Prototype 

Finalize Pharmaceutical Launch Marketing Plan 
Finalize System Specifications 
Begin Terminal Test She Recruitment 

Round 2 - System Development Phase (3 months) $750,000 

Finalize Pharmaceutical Ongoing Marketing Plan 
Finalize Physician Launch Marketing Plan 
Finalize Physician Ongoing Marketing Plan 
Finalize Customer Service/Tech Support System Plan 
Finalize Publicity/Public Relations Plan 

Finish Overall System Design & Integration (Sybase) 

Online Product Development - Core Triad 

• MEDLINE (ConQuest) 

• OMR (Camdat) 

• Drug Info (Camdat & USP) 

Other key software modules 

• BBS (Coconut) 

• Ad Wizard (Sybase) 

On-site terminal designed & tested 

PC software designed & tested for DOS, Win, & Mac OS (Coconut) 

Round 3 - System Integration / Testing Phase (3 months) $750,000 

Computer system installed & tested 

Test Site Terminals Installed & tested 

Launch Staff Recruited & Trained 

Customer Support/Tech Support System established 

System & Operations optimized 

Physician Marketing Launch 

Pharmaceutical Marketing Launch 

Publicity Launch 

Physician recruitment for beta-testing 
Finalize On-site Terminal Commitments 
Finalize Terminal Test Site Recruitment 
Finalize Terminal Financing 

Phase ll/lll Strategy & Implementation Planning begun 



Total Funds Required (Prior to National Availability) $1,750,000 
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Assumptions Used in the Financial Analysis 

These financial projections consider only the effect of the initial core online information 
product triad (MEDLINE, QMR, and Drug Info). No additional products or services are 
assumed. The value of any proprietary pharmaceutical marketing data generated is also not 
included. 

Current market trends point to a continued fall in telecommunications and electronic 
processing costs (assume 10%/yr). Our average ad revenue per hour will tend to rise as 
pharmaceutical advertisers become increasing sophisticated and the demand for more precise 
targeting increases (assume 10%/yr). These trends will tend to widen our gross margin over 
time. Otherwise, no adjustments have been made for inflation. All numbers are assumed 
valued in today's dollars. 



Collection Days(23) 
Payment days(23) 
Inventory turns 



FY1994 


FY1995 


FY 1996 


45.00 


45 


45 


45.00 


45 


45 


100.00 


100 


100 





FY1994 


FY1995 


FY1996 


Payment days(23) 


45 


45 


45 


Short Term Interest Rate 


8.00% 


8.00% 


8.00% 


Interest Income Rate 


5.00% 


5.00% 


5.00% 


Commissions Percent 


1.00% 


1.00% 


1.00% 


Tax Rate Percent 


40.00% 


40.00% 


40.00% 


Sales on Credit % 


100.00% 


100.00% 


100.00% 


Accts Payable % Expenses 


100.00% 


100.00% 


100.00% 


Personnel Burden % 


25.00% 


25.00% 


25.00% 



Delivery Cost Breakdown per hour for Online Information 

Connect Time Charges $2.00 

Royalties/Licensing Fees 4.00 

Total Delivery Cost per hr $6.00 



Hardware Cost for Online Information Delivery 

Hardware is the most difficult cost to estimate a priori because of its relationship to total 
system demand is mult? ^rtorial and includes multiple specific technological and software 
implementation issues, n* . jrms of initial system capacity, we use typical online system 
usage pattern assumptions as they apply to the medical profession: 

• 80% of total 24 hour online demand occurs during 10 prime-time 
hours (8 AM to 6 PM) (hourly variation in system demand). 

• 90% of total weekly online demand occurs Monday thru Friday (5 
days per week or 250 days per year) (day of week variation or week- 
end effect on demand). 

• Each incoming line can handle about 2500 peak connect hours per 
year. 

• Therefore, 40 lines are needed to handle 100,000 connect hours per 
year. 



• To ensure the system rarely gets overloaded (i.e., that we can meet 
variations in peak demand) we need an extra 25% safety cushion of 
additional lines. (Since we are free, we can't use traditional ^load- 
leveling" techniques such as offering discount rates for evening use.) 

• Therefore, we'll need at least 50 lines per 100,000 connect hours per 
year or 1 line per 2,000 connect hours per year. 

• Our initial hardware configuration will handle 200 lines (or about 
400,000 hours/yr) for $300,000 or $1500 per line. 

• Assuming $187hr of advertising revenue, each line is capable of 
generating $36,000 per year for a hardware investment of only 
$150G71ine. 200 lines will handle up to $7,200,0007yr of online ad 
revenue. 

Assuming a useful hardware life of 3 years, the consumable hardware is expense of $500 per 
year per line or about $.25 per online hour (assuming average 2000 hours per year per line of 
use). Since equipment will be leased, main computer hardware will be expensed and not 
depreciated in these calculations. Assuming an additional $.25 per hour contingency and 
leasing costs the total hardware expense is estimated at $.50 per hour. Note that the timing 
of actual hardware additions will be made to the system will be based on performance 
degradation as total demand increases on the system. Actual incremental purchases will be 
made but leasing will have a leveling effect on this expense so that the $.50 per hour 
hardware assumption in these spreadsheets should correlate well to actual expenditures. 

Hardware Cost per line per year 
Average Annual Billable Conned hrs per line 
Hardware Cost per line per hr 
Average Online Advertising Rate per hr 
Average Annual Revenue per line 
"Return on Investment" (ROI) per fine 



Initial Hardware Configuration Estimates 

Assuming the overhead will average about $250,000 per month when we go online, we will 
need about 300 t 000 online hours per year to break-even. Since we need one line per 2,000 
hours, we need 150 lines to break-even. An initial hardware configuration of 200 lines will 
cost about $300,000 or about $1500 per line and give us a capacity to handle about 400,000 
hours per year or $7.2 million in advertising revenue per year. 



On-Slts Tsrmlnal Cost Analysis 

Terminal Cost 
Average Connect hr per wk 
Average Connect hrs per year 
Average Online Advertising Rate per hr 
Average Annual Revenue per terminal 



0SS!3 0 



$500 /line/yr 
2000 hr/yr 
$55 /hr 
$18.00 /hr 
$36,000 /yr/line 
7.200 % 



$1000 
2hr/wk 
100 hrs/yr 
$18.00/hr 
$1800 /yr 



Notes 



1 Estimated cost of overall system design and implementation by Sybase (formerly SQL 
Solutions). 

2 Estimated cost of licensing and customization of the graphic BBS system and dedicated 
communications software development for UNIX, DOS, Windows, and Macintosh 
operating systems. 

3 Estimated cost of design and implementation of the MEDLINE search module by^ 
ConQuest Software Technologies (formerly Synchronetics). Includes $8,000 one time 
NLM storage media charge in Month 2. 

4 Estimated cost of design and implementation of the QMR Diagnostic Decision Support 
module and the USP Drug Info module by Camdat This is really an advance against 
future online royalties, not a true expense. 

5 This is a "catch all" category for "ofF-the-shelf software and related expenses for the 
internal company computer network (LAN, word processing, database, desktop 
publishing, graphics, accounting, billing, customer service, etc.). 

6 The initial main computer will be leased (or purchased over 60 months) for $6000/month. 

7 Installation includes both site preparation and network connection costs. 

8 This is another "catch all" category for the hardware and related expenses for the 
company computer network (including workstations, file servers, notebook computers, 
modems, LANs, laser printers, monitors, etc.) 

9 This category includes costs related to direct mailings, magazine advertising, and 
distribution of free dedicated communications software. 

10 While the pharmaceutical sponsors will provide the purchase funding for the initial 5,000 
terminals ("sponsor terminals"), the company intends to sell and leaseback some or all of 
these terminals to an equipment finance company to generate an additional $2 million 
working capital. This amount is reflected as a long term liability. 

11 The formula here calculates the previous year's accounts receivable as a ratio to sales on 
credit, then applies that same ratio to this year's sales on credit, and then applies the 
percentage difference between collection days in the previous year and the collection days 
this year. (Got it?) (see Note: 23) 

12 Even though, as an advertising medium, we have the advantage of a prepaid accounts 
receivable, no cash flow advantage is assumed here. Accounts receivable and accounts 
payable are assumed to be "in phase" and have a neutral effect on cash flow. 

*3 Since the only major capital expense is the main computer hardware, which is leased, we 
have simplified calculations by omitting any depreciation. N.B., we cc-: i Tering our on- 
site terminals are an expense and not a capital outlay which can be depreciated. 

14 5000 pharmaceutical company sponsored terminals are to be distributed to targeted 

clinical sites during the first six months of operations. These are the terminals that were 
committed to by our pharmaceutical advisory board companies prior to launch. This 
includes the 100 terminals distributed during the alpha-testing phase. This 5,000 
terminal assumption could change dramatically depending on utilization and new 
membership rates we observe during the alpha test phase. If on-site utilization rates are 
high enough, we may find it strategically advantageous to leverage our market entry 
further by rapidly saturating the US hospital market with our terminals by financing 
them ourselves rather than depending on pharmaceutical company distribution and site 
purchases. 



15 Total online time = members x average use per member + terminals x average use per 
terminal. 

Strictly speaking, this calculation is incorrect because "average member use* should 
include time spent on on-site terminals as well as other personal computers, terminals, 
etc. However, the convenience and immediate availability of on-site terminals in the 
hospital setting will clearly have some effect on increasing total online demand (and 
membership). By separating the terminal effect from the membership effect, we are 
quantifying their effect on total system demand. So, strictly speaking, the "average 
member use" here means the average member use on machines other than dedicated on- 
site terminals. 

The average online time/member = 12 hours/year 
The average online time/terminal = 120 hours/year 

These utilization rates probably underestimate early usage by neglecting any "novelty* 
effect and the relative sophistication of the initial users of our system. Average usage per 
member may trend downwards over the near term from a misleadingly high rate at start- 
up as the "novelty* effect wears off and, in the long run, as more casual and less 
sophisticated users begin to predominate membership. 

However, no assumptions are made about the growth of individual use for the initial 
information "triad" (MEDLINE, QMR, and Drug Info) or the effect of addition of new 
online information products and services. These stimulatory effects on demand, 
combined with the accelerated pace of medical computerization and computer- 
sophistication of physicians, should tend to cancel the demand eroding trends noted 
above. Hence, the average demand is assumed flat for the first three years. 

The annualized online time calculations assume straight-line growth rates in 
membership and terminals in order to simplify online time estimates due to new 
members and new terminals. [In other words: the contribution to online time/year of new 
terminals and new membership = 172 (new members for that year x average use) + 1/2 
(new terminals for that year x average use)] 

16 Additional revenue of $10/month/on-site terminal is assumed for special graphical •start- 
up" screen advertising. 

17 There is no membership fee for the first fiscal year. The issue of whether or not to 
introduce membership fees will have to weigh the relative value of the annuity effect of 
membership fees to the lost advertising revenue from the loss of marginal users likely to 
discontinue their membership with the introduction of an annual fee. Clearly, the 
competitive environment will also weigh in this decision. Optimum timing of the 
introduction of membership fees would be as the growth rate in membership begins to 
level out 

18 Any terminals sold (not sponsored) are priced at cost so no net contribution to income or 
expenses is assumed. Assumed is a continuation of current industry trend towards 
falling computer hardware prices. 10% per year per on-site terminal is assumed. 

19 The basic online advertising rate is priced at $18/hr (7.5 cents/15 sec "spot"). The price of 
additional targeting features, E-mail, linkages, etc. are not included. 

20 $6/hr online cost includes a third-party information licensing fee of $4/hr and $2/hr 
telecommunications charge for public data network access. As of January 1, 1993, the 
NLM no longer charges a usage fee for MEDLINE or any other NLM database. Since the 
bulk of our system use is for MEDLINE, $6/hr conservatively overestimates variable 
costs. This assumption also overestimates the cost of other online activities which do not 
require third-party licensing fees (such as forums, system & menu time, electronic mail, 
drug detailing databases, etc.). 
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Online Advertising Features 



Features 



Benefits 



MQJUSt Advertising 

"Pay-per-View" Advertising 
"NoView...No Pay" 



Unlike other advertising media, Physicians* Online only 
charges advertisers for ads actually viewed ! If no one views 
your ad...you pay nothing. True "Pay-per-View" advertising. 
So you risk nothing by advertising on Physicians' Online. 

You receive a full accounting of all advertising activity and 
pay only for what was actually seen by your target audience. 
This makes Physicians' Online the most cost-effective and 
fully-accountable marketing medium to target physicians. 



Precise Physician Targeting Each member fills out a complete online demographic 

questionnaire when he signs on for the first time. Whenever 
he signs on to the system, he is identified by his 
membership number (social security number) and password. 
So the system knows at all times, who is calling and 
demographically important information about each 
individual member. 

For example, if a company wants to market a product just to 
cardiologists who practice angioplasty in St Louis, it can 
selectively "narrowcast" the message to just these 
individuals. 



Precise Message Targeting A product message can also be selectively varied by target 

segment 

Messages Tailored to Each 

Segment If a product is used by different specialties for different 

reasons, the product message can vary depending on who is 
viewing the ad. 

In other words, product features of interest to infectious 
disease specialists can be shown to them while different 
features can be shown to gastroenterologists. 



Cost-Effective 



At 7.5c per 15 second ad, you get 15 messages guaranteed to 
be viewed, for the same price as a single letter that is 
usually thrown out unopened by the same physician. 

E-Mail messages, at 50c each, are less than half the price of 
a typical postal mailing.. .and E-Mail is not thrown-out 
un viewed! 

Drug detailing databases, at $18 per hour, are a full order of 
magnitude less than an average "detailing 1 * sales call which 
currently costs over $200. 



Receptive Audience ~ 

Suggestible State of Mind 



Physicians' Online members go online for computerized 
clinical information. 90% of physician online time is 
devoted to using clinical information databases. 30% of that 
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time is spent on drug information databases. 65% of that 
time is spent on MEDLINE. 60% of MEDLINE activity 
involves patient care problems and 40% involves therapy. In 
other words, physicians are looking for drug or therapy 
information over 60% of their online time. 

So you have a influential physician, staring at a computer 
screen, actively seeking information about therapy.. .Not a 
bad time to suggest a new product or remind him about an 
old product! 

And, as "early adopters", Physicians' Online members are, 
by nature, more receptive to new products and ideas. 



Associative Conditioning Toil Physicians can be conditioned to form mental associative 

links between a product and a clinical situation. These can 
Create Powerful "Prescribing be created using online messages which couple a product 
Preference" Reflexes in the Minds name with a brief yet descriptive "point line* Using 15 
of Targeted Physicians second ads, messages flash into the physician's mind 4 times 

per minute or 80 times during an average 20 minute 
MEDLINE search. Although the physicians may not be 
primarily concentrating on the advertising, the ad changes 
are always noticed, if only briefly. Through frequent online 
reinforcements, associative links can be built into the minds 
of targeted physicians. So, whenever a physician 
encounters that clinical situation, the associated product 
comes to mind first. 

The essence of effective pharmaceutical marketing is 
Associative Conditioning - To be the first product that pops 
to mind when confronted with a therapeutic decision. What 
could more powerfully influence physician prescribing 
behavior than being the first drug to pop to mind? The 
ultimate "point-of-sale" influence is carried in the mind of 
the potential customer. 



Professional 6oodw!ll Since Physicians' Online is so newsworthy, we anticipate 

extensive coverage by the medical press. This publicity 
along with medical society support and early co-marketing 
efforts, brings high visibility to Physicians' Online and its 
early pharmaceutical supporters. 

By being identified as supporters of a service which brings 
physicians so much for so little, participating 
pharmaceutical companies enjoy tremendous professional 
goodwill. 



Physicians who regularly use MEDLINE literature search 
services are "Medical Opinion Leaders" and high 
prescribers. Their opinions are sought out by their peers 
since they are assumed to be the most knowledgeable and 
current with the literature. 

Physicians who use computers are "early adopters" of new 
technologies and products and therefore the trendsetters of 
their profession. As professional trendsetters, Physicians' 
Online members extend the reach of any marketing 



Market Leverage: 

Member characteristics 

• early adopters 

• influential 

• receptive 

• high prescribers 
Physicians' Online members 
Extend Marketing Reach 
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effort by influencing the rest of the profession. By their 
nature they are also more receptive to new products and 
ideas. 

By marketing to Physicians' Online members, 
pharmaceutical companies can leverage their marketing 
dollars by reaching the most influential members of each 
target segment So capturing these influential physicians 
leverages marketing efforts beyond their numbers to the 
rest of the profession. 



Ad-Linked Features - Online advertising can be targeted by any demographic 

characteristic down to the specific physician. Messages can 
Electronic — be targeted through "static demographic links," dynamic 

• Drug Detailing "context-sensitive links," and "prescribing-practices links." 

• Fulfillment 

• Customer Support In addition to the automatic linkage to FDA drug disclosure 

data, pharmaceutical companies can link their 
advertisements with a number of other features. 



Online ads can be linked to - 

- relevant MEDLINE abstracts 

- full text database of supporting literature 

- other online full-text databases 

- drug detailing databases 

- other drug information databases 

- pharmaceutical company forums 

- real-time ad response monitoring 

- online surveys 

- online customer service support 

- E-mail to contact the company directly 

- Fulfillment Functions 

- drug sample requests 

- detail man follow-up requests 

- further drug information 



Ads can be linked to specific MEDLINE abstracts so that an 
specific ad is shown whenever a specific abstract is 
retrieved. In addition to static links, dynamics links can be 
created that link ads to specific search concepts. Whenever 
a specific concept is invoke by a physician, a specific ad can 
be displayed (context-sensitive links). Precision targeting 
transforms online advertising into useful information because 
ads are now relevant to the viewing physician. 



Electronic Direct Marketing 

MEM BEFVALERT Services 

• E-Mail 

• FAX/NET 

• Regular Mail 



The full range of MTLMBER/ALERT services offered by 
Physicians' Online is available for use by pharmaceutical 
companies. Electronic and direct mail services include E- 
Mail, FAX/ALERTS, MEMBER/ALERT Postcards, and 
special direct mail services. Through any of these means, 
messages can be sent to any demographically definable 
physician segment. 



Direct Physician Communication In addition to targeting advertising and other electronic 

messages, full E-Mail and 'live" conferencing capabilities 
allow companies to communicate directly with individual 
physicians. 
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Company Forums Pharmaceutical company forums allow companies to focus 

and coordinate their online activities through the use and 
maintenance of company-specific detailing databases, E- 
mail services, customer support, fulfillment services, special 
announcements, bulletin boards, etc. 



Single-Sponsor Services Companies may also exclusively sponsor specific online 

events such live conferences, special interest information 
services, etc 



Pharmaceutical Advisory Board In addition to a responsive customer service and sales 

support team, pharmaceutical advertisers have an 
opportunity to directly influence the direction of Physicians 9 
Online through membership on the Pharmaceutical 
Advisory Board. 



With industry-wide estimates of over $200 per sales call and 
limited opportunities to reach busy physicians, any method 
that cost-effectively increases total physician contact time is 
valuable to the pharmaceutical industry. 

Pharmaceutical sales reps can have personal online 
memberships to Physicians' Online -- giving them full access 
to online services including E-Mail, sales call follow-up, 
advertising placement, etc. 

Physicians traditionally receive small gifts from "drug reps" 
when they make sales calls. Detail men are always looking 
for low-cost items of value to physicians that convey an 
advertising message. Free membership packets, software, 
and dedicated terminals make perfect gifts that 
pharmaceutical representatives can distribute to physicians 
and hospital sites in their market territories. 

Terminals, membership packets, and software can be 
further customized with the name of the company, 
pharmaceutical representative, or any other special 
advertising or message. 

Start- Up Screens on the terminals can be customized to 
show any message at start-up such as the name of the 
company donating the terminal. The start-up screen can be 
used to directing physician to use the online rompany forum 
to contact drug reps, get information, order samples, etc. 

By encouraging the use of Physicians' Online , 
pharmaceutical reps extend their total physician contact 
time through the use of electronic mail facilities and other 
services directed to their specific physician-clients, and 
generate goodwill in their established and potential 
customer-base. 



Company Sales Force Support 

Sales Reps Online 

Advertising Specialties 

• Membership Packets 

• Software 

• On-Site Terminals 
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Real-time Market Intelligence Physicians' Online Psychometric Data Sources 

MEDLINE Database itself 
MEDLINE Usage Data 

- Concept Frequency Data 

- Advertising Response Data 
-Specific Survey Data 

Powerful new market research tools can be developed from 
these new psychometric and market data sources. Our 
continuous real-time market intelligence provides powerful 
measures of changing market trends. 



Any online behavior, such as utilizing options for more drug 
information, can be tied to specific message displays. The 
response rate to different messages can be used to identify 
and differentiate unique concerns of different market 
segments. Other promotions and market strategies can b$ 
fine tuned using response rate data. For example, does a 
message which emphasizes an new antibiotic's coverage of 
gram negative bacteria interest an infectious disease 
physician more than its low incidence of renal toxicity? 

Complete online activity data allows advertisers to test the 
efficacy of different advertising approaches by monitoring 
the online behavior of targeted physicians. 



MEDLINE Trends Using MEDLINE as a starting point, powerful new indices 

can be constructed and used to generate both periodic and 

Monitor future medical trends customized reports that monitor changing market trends. 

For example: 

CONCEPT FREQUENCY INDEX 

Concept indexes coupled with citation frequency will 
generate data concerning overall changing trends in the 
medical literature over time. Shifting concept frequency 
trends in the medical literature reflect changing future 
trends in clinical practice. This information identifies 
early market trends, anticipates changing demand, and 
recognizes potentially significant new areas of research, 
as well as new applications of existing drugs. These 
concept indices will routinely screen the most forward- 
looking terminology -- for use in advertising and 
promotions. 

AUTHOR/ CITATI ON FREQUENCY INDEX 

Authors of journal articles will be indexed by 
publications, field of research, etc. This database will 
generate data on the most influential researchers by 
various criteria such as area of research, numbers of 
publications, number of times research is cited by 
others, etc. By identifying the most influential 
researchers, research support moneys can be allocated 
to maximize leverage of research and marketing efforts. , ... 



Online Test Marketing 

Monitoring Online Behavior to 
Test and Adjust Market Strategies 
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Online Search Behavior By tracking what questions physicians are asking, 

Physicians' Online has a real-time proprietary database of 

Physician Psychometric Data the clinical concerns of physicians which can be analyzed by 

any demographically definable physician characteristic. 

This database enables the pharmaceutical industry to track 
the changing clinical concerns of their target markets and 
adjust their marketing strategies accordingly. 

Online search behavior data provides Tocus group" type 
data, but at a greatly reduced cost and higher significance 
because it monitors what physicians are actually doing.. .not 
what they say they are doing. 

Physician psychometric data from Physicians' Online allows 
pharmaceutical companies to design effective marketing 
strategies by developing and marketing products that met 
the changing concerns and need of physicians. 

By coupling this data with prescribing practices data, the ' 
pharmaceutical industry now has a complete and potent 
marketing methodology available to them. 



Special Direct Online Services For pharmaceutical companies who want to expand their 

direct day-to-day control over this new medium, a 
customized system will allow them online access to monitor 
advertising activity , place new ads, maintain company 
forums, process electronic mail, process online fulfillment 
requests, etc. 

Full sales force computer network out-sourcing services are 
also available. 



Dedicated Account A dedicated sales staff and customer support team aids 

Representatives and Customer clients in tailoring their online marketing activities to meet 
Service Stall their specific marketing objectives. 



Account Information Each advertiser gets an account statement that gives a 

complete accounting of ads viewed. This report can be 
customized to yield useful market information. 



feline Surveys A traditional survey approach can be taken as well. These 

real-time surveys can be conducted either u ^ My or 
indirectly. These surveys can be designed quickly and the 
target audience selected by any criteria with the results 
available within a few days. The online market survey 
becomes a simple yet highly responsive management tool. 



Customized Account Information Special Customized Ad Activity Reports will yield useful 

market information. For example, "Who actually viewed 
that ad" can be summarized by any targeted demographic 
characteristic. 
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****************************************** 

Notice of Confidentiality & Disclaimers 
****************************************** 



The information contained in this plan ("Confidential In«matoii-T» is Iriglily - 
LnfidenS and is the proprietary information of Physicians Onhne. Inc. 
("Company"). 

The taking and review of this plan by a prospective investor or other reader 

Any reproduction of this plan, in whole or in part, without the prior wntten 
consent of the Company, is prohibited. 

to all applicable securities laws. 

The p,a„ « ^herein J. WUjdJJ <^SS^1^SS^SSL- 

projections will be achieved. 



Physicians' Online. Physicians' Prescribing Network, and Smart Scripts are 
trademarks of Physicians' Online. Inc. 
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Physicians' Prescribing Network 



Parians Prw mMn, MPtwork (PPN) is an online interactive prescription 
ordering svstem linking physicians with the pharmacist and mail order 
supplier via an industry supported EDI network to provide padents and plan 
sponsors with an ability to maximize out-patient prescription cost-cor > a nment 
benefits PPN is designed to complement existing distribution ana claims 
processing networks by linking them directly to the physician. 



The convergence of escalating health care costs and the advance of informa ^technology has 
PavedThe way for the formation of PPN. While there are a few companies that cu ^rrenUy 

required link to the physician. - 

SESon of prescriptions to pharmacists, and online 

access to other information and services. 

experienced. 

PPN is beine organized by PhYV"'"*' n ""™ Inc - {P0L) « a Pe rs0 » ali « d on,i "? ^JJL 
physicians, (see Appendix) 

ppn is a™* in discussion •sst^ssssj cssr* 1 
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prescription writing. 
4 Formularies are continuously updated. 

6 PPN security eliminates unauthorized prescripts. 

, PPN utilise. -W- *«* — — " -* -* Ph,!ida °'' 
9 . PPN is hard*,., impendent allowing *r maximum and ch.ng.ng 

technologies. . 

^^.w«ttr--- ,, - te -- ,d, ' 

4 . with claim. processing information requir.mei.ts. 

11. PPN is designed to integrate wtn claim * 

12 . PPN is designed to access patient ««* information. 

wpr r ,.n pare OF£B TT*n irTIOM PWW WBW 

superior information management. ^ ^ ^ 

In the area of pharmaceutical drug ™" » * «°£ , ° , " S ' U>t,l 

administered by traditional 'ndemnUy or ma g 
20% of employers currently carve out pnarmac 
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A major business opportunity for managed care companies has emerged through the intense 
need Tr management of rapidly growing pharmacy benefit costs" says Alex. Brown & Sons. 
Tn fact the prescription drug segment of health care costs is one of the fastest-growing 
^^ucKhThffth careeqStion that can equal one-third of total ^ ™ 

benefits. ' While there are currently only a few national companies that compete in this 
segment, a significant investment in information technology is required to provide the 
following basic services: 

Formulary: A formulary guides physician prescribing by listing drugs preferred for treating 
-S illne sses Since there are several competing products in most therapeutic prescription 

of all prescription drug expenditures. 

preferred prescription choice. Formularies can be mandated or i ^"jJ^^Xg^o^ 
physicians which are only responsible for one formulary. 

The first problem facing out-patient physicians today is that with the P to ^ * P™" iption 

52n"^ J^P^P^ '^1^ COntinUe 40 in<Tea8e 39 Patient C ° VeTage 

the number of drug plans increase. 

Th, second probicm fscin. the '^"^J^ ^,^^^^^^0, 
p^idanlfgoint ^cSm/more^im^t as Ly ha've more patients and less time to respond. 









■ 1> 


MD 


; ► 


Pharmacist 











Rx Benefits Co 



rw •<*" —<■.- rnTTRl- According to Ale». Brown. "DUB monitors prescribing 

ffr^S'KK" Son/of drugs o-.r «»., 
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IHF ^oMATinM TFCHNOLOG Y AND PHYSICIAN USE 



o ince nhvsicians are mobile professionals, the current information technology resident on the 
£"ktoD or a?the horn™ not verv effective for point of service assistance Fortunately, through 
desktop or aitnenome is the development of software with friendly graphic 

\ h 4Tte 3 r a«s and through wireless devices, the physician can be 

r La \ltl i^marion systems that encourage utilization management and complement the 
Sue work ^ eSment 1>?N wfl rely on I new class of electronic devices known as 
p JnLT niritl Allots (PDAs). PDAs are low-cost easy-to-use pocket-sized pen-based 

over wireless networks. 

PHYSICIANS' PRE SCRIBING NFTWQRK SERV ICES 

1 ^™ P^nUrv: With the cooperation of the leading companies that ^ ^*? ption 
i vnnne f nn ii ma i T . r . .. ^ th the various formularies through an 

drug benefit Programs. PPN link. ^^7. l ^ch helps the physician identify the preferred 

prescription writing process. 














PPN 




Rx Benefits Co 




Pharmacist 









and avoid drug interaction and allergy problems. 

&^^^r^^Z^rS paper and P»««nt a. 

the pharmacy. 

ordering, refill alerts, and step therapy alternatives. 
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PHARMACEUTICAL BENE CIT ^ PROGRAMS 



companies include (*): 



MWtfs: :»fjjsrj3e its&teu- 

drug benefit programs serve more than 8.0 million people. 

offers pharmacy networks and P™*™*?™™£ United provides managed 

utilization control techniques to contain hea th care costs United P« ^ ^ rf ^ 

l5 * 3profit8 - Diversified ' 9 

primary market is other HMOs. 

FlW ftxiti * one of the ^<£^ 

servicing plan sponsors through a P™^J " e £ SiSIiU drug benefit for its 650,000 Sanus 
facility. Founded by NY Life in 1986. pn ma " lv to ma MP -^ated customers and now serves 
«HMO) subscribers, Express Scnpte has torched out 1 » no "™ a "^bsuntive drug 
over 3 million people. G"»P P»"h^ ™ costs. Express has 

r^n^ 8 CaHf0mia 

million people through integrated ^*™LZ$w^&^ from exclusive, discount 
formularies, which allow its national «»*°»^^*5£ drugs and aggressive drug 
contracts with manufacturers for 1™ f ^ pVeSbing patterns through 

utilization reviews. Medco «^ q ^S^^lK o "m^ drug companies 
education. With this trend and the loss of £e Pnnng pe <£>^ n ^ education D f 

pharmacy to serve nursing homes and prisons. 

T" 1 TTnlth ™^ «• *• ^^^^K^SS^ been to 

amounting to almost 25% of ^'CmaS^ Tmo^ng to managed care programs. PCS just 
supply traditional indemnity plans. the . m f rk "' s ™^"5 finical Pharmacy Advantage which 
recently «quirrf ainicd Phtrm^deil^ ^Ki, PCS has been selected 
provide integrated managed P^J* on sSeamHne the system and electronically 

by the National Electronic ln{ °^fJ^^ s ^^Zta?CS in the center of the 
process claims for this group o msu ranee P^_J t 7 f ?he electronic patient record, 
development of important standards ; for the JggJ^£^ Bt wi, and other health care 
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PHYSICIANS* PRESCRIBING NETWORK 

Organizational Planning 



Item 

Organize Physicians 



Participants 

P.O.L. 

Physician Groups 



Dates Reo Funding 

Current NA 



Organize Technology 



• Prototype 

• System Design 



P.O.L. Current 

General Magic 

Motorola/ARDIS 

Apple 

ARDIS Juno 7 

Bus. Partner Solutions 



NA 



NA 
TBD 



Study Cost Benefits 



Organize Plan Sponsors 

• Collect Formulary Data 



Lewin or other 



McKesson, Medco, 
Caremark, Dlvrsfd, 
Express, Value, etc. 



Current 
Current 



TBD 
NA 



Review State Pharmacy Laws and 
Work with Boards/ Lawyers 



LeBeouf, Lamb 



Current 



TBD 



Develop Smart Script Software 

♦ Feature Design 

• Integration of Patient Record 
& Claims Processing 



P.O.L. 

Medical Societies 
Genl. Magic Ref. 
NEIC 



Current 



TBD 



Regional Pilot Test Program 



Lenox Hill Hospital 
Others TBD 



Fall '93 



TBD 



Hardware Devices to Top 5% of MD Motorola/Apple 
Prescribes P" vate Investors 



1Q '94 



TBD 



Hardware Devices To Remaining 
MD's 



Capital Markets 



2Q '94 



TBD 
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Physicians 1 Online, Inc. 



Physicians' Online is a personalized online medical information and 
communications service dedicated to empowering physicians with the tools 
essential to advance the quality and control the cost of health care through 
informed decision-making. 

Physicians' Online ("Company*) is an innovative new electronic medium designed to evolve 
into a comprehensive national medical information and communications network servicing 
the entire health care industry. The Company's online information products ^and 
communication services provide physicians with powerful tools to manage Medical Knowledge, 
Prescriptions, and Patients. Physicians 1 Online provides a distribution outlet for third-party 
produced information products and services. Physicians' Online also provides valuable 
proprietary information services to other industry participants including managed care 
organizations and the pharmaceutical industry. 

Phase I - Medical Knowledge Management 

Online medical information and communication services which are readily 
accessible and free of charge to member physicians through optional online 
advertising support* The Company has assembled the most powerful, yet user- 
friendly, collection of medical information tools available from leading third-party 
sources ' The core information products target three key areas of identified 
information need, including medical literature (MEDLINE), medical diagnosis 
(QMR), and drug information (USP). Physicians* Online is being developed in 
cooperation with major medical societies, pharmaceutical manufacturers & 
marketing organizations, hospitals, managed care organizations, and leading 

technology & third-party content providers. - . 

- Implementation: 1993 through 1994 

Phase II • Prescription Management 

Online prescription fulfillment and cost containment programs made possible 
through the use of "Smart Electronic Prescription Pads" (PDAs). This network is 
being developed in cooperation with managed care organizations, hospitals, 
pharmacists, pharmaceutical distributors, leading technology providers, and other 

health-care participants. , , OM 

Implementation: 1994 through 1996 

Phase III - Patient Management 

Online patient information for efficient retrieval and transaction processing 
resulting in enhanced clinical and administrative efficiency and cost-containment. 
This network is being developed in cooperation with corporate employee benefits 
programs, private health insurance carriers, out-patient laboratories, u ele f 0 "\ c 
claims processors, installment credit organizations, hospitals, and other health care 

participants. Implementation: 1995 through 1997 

The Company's competitive advantage is based on its ability to attract physician use. Founded 
bv prVcridng physiSns with exteniive experience delivering practical information products to 
busv clinicians' the Company has developed a market-driven product » ™ 

maximum professional acceptance and use. The Company is e8teb ^ h £^^ 
alliances with leading participants in every major health care market segment. The Company 
is currentlv working with several leading content and service providers to develop new 
products and services for this expanding multi-billion dollar market opportunity. 



Physicians' Online: 5 Year Plan 

To empower Dhvsicians with the tools essential to advance the quality and control 
To < m P™W£? of}uaSxh caTe through informed decision-making. 



1 Time FramsT 



Phase I 

0-2i 



F<;sential Tools 



Vehicle 



Potential 
I Membership 

( core Markets 

Market Size" 
f Market Size/wu 
| Secondary 

Markets 



Main Revenue 
Sources 



Competitive 
Advantage 



Strategic 
Alliances 



600,000 physicians 
10.000 pharmaceutical execs 

MEDLINE 
Rx Mlcromarketlm 
$ 50 million / $7 billion 
$1000 / $15.000 " 
Clinical Databases 
Decision-Support Tools 

• News & Financial Services 
Special Interest Forums 
other areas of identified need 

- Pharmaceutical Advertising 
. Pharmaceutical Mcromarketing 
Information 

Membership & Usage Fees 

"Medical Info Vending Machine* 

Sophisticated MD Targeting ("Ad 
Wizard - / "Smart Ads') 

• installed Terminals. PDAs. 4 PCs 

• Computer-Sophisticated Members 
. Medical Society Support 

• Pharmaceutical Industry Support 

• Third-Parry Office Systems Support 

• Pharmaceutical Executives' Online 

• User-Friendly Interlace 

• Proprietary Text-Retrieval Software 

• Proprietary Psychometric Mktg Oata 

■ .. .. . « « j_ .1 C«u>uiluie 



"Critical 
I Technologies 



Infrastructure 
I Milestones 



P hase II 

1 * 4yr 



P hase III 

3-5vr 



Prescription Management 
Physicians' Presenting Network 
Pharmacists' Online 
Pharm Reps" Online 
ICareOnine 
450.000 physician"" 
75.000 pharmacies 
50 000 drug reps 
Prescription Fulfillment 
fli Cost-Containment 
>$70 billion, " 
> $1 5 0.000 
. Home Care" 

• ManagBdCare 

• Pharmacy Network 

• Electronic Detailing; & Rep Support 

Prescription Processing 
Micromarketing Information 
Membership & Usage Fees 

Smart Electronic Prescription 

Pads 1 ' (PDAs) 
- Installed Terminals. PDAs, 4 PCs 

• Automated Prescriber Assistance 
Programs 

Proprietary managed care 
appftcttionB 

• National Electronic Formularies 

• Proprietary Prescriber Profiling 

. Patient Prescription Profiles/ OUR 
Proprietary Psychometric Marketing 
Data 



- Medical i Professional Societies 

• Pharmaceutical Compares 

• Pharmaceutical Marketing Cos 

• Prescription Data Marketing 
Companies (IMS/ MMG/PMS) 

• Third-party Content Providers 
(NLM/ Camdat/ USP/ CAMD/ 
Insurance cos) 

• Medical Office System Companies 

• Technology Partners (CompuServe/ 
Sybase/ Conquest/ Coconut/ Apple/ 
Sun/ HP/ Cube) 

• Systems Integration of existing 
hardware & software technology 

• Packet Data Network technology 
- Simple Text Retrieval Software 

Third-party Content Development 
150.000 physcian members 

• 5.000 hospital members 

• 5.000 hospital-based terminals 

• 5.000 PDAs in Physician Offices 
150,000 additional POL software 
in stallations 

$ 10.000,000 
S100 



250 million patients 
10.000 hospitals 
other health care participants 
Patient Administration Cost* 
Containment Programs 
>$500 billion 
>$1. 000.000 

• Electronic Patient Record 

• Outpatient Laboratory 
Transactions 

• Patient Health Maintenance 

. Patient Transaction Processing 
CcwTOTWwation Services 
Micromarketing Wormanon 
» MernbersNpAUsap aFe 

"National Health 
- Insialed-base of drverss 
POS/PON entry-points finking 
integral industry participants 

• Electronic Patient Transactions 
Network 

• Third-Party Office Systems 
Support 

• Hospital Systems Support 

• CeWarQ)mmuriicatiore 
Physicians 



Prescription Fulfillment companies 
(Medco/ McKesson/Value/ etc) 
Pharnacies/Pharmacist Societies 
Managed Care Organizations 
. HMOs/ PPOs/ IPAs 

• Hospital Chains 

• Hospital Formularies 

• Corp Employee Benefits Programs 
. Medical Office System Conies 

. Technology Partners (AT&T/ Apple/ 
EO/ General Magic/ Motorola/ HP/ 
ARDIS) — 

7" -Personal Digital Assistants \PDAs) 

• Data network technology 
. Proprietary PDA applications 

development 
. PersoriaJlrtfoManaoernent(PIM) 

• 450.000 physician members 

• 10,000 hospital members 

• 20.000 hospital-based terminate 

• 450.000 PDAs 

. 500,000 additional POL software 

installations 

$250,000,000 
$500 



. Corp Employee Benefits 

Programs 

• Private Health Insurance Carriers 

• BC/BS/Medicaid/ Medicare 

. Out-Patient Labs (MetPath/ 
Bioscience/ SKF/ NHL) 

• Outpatient Testing Companies 

• InstaBment Credit Organizations 
Electronic Claims Processing & 
Oeanhg Houses (NEIOEDS) 
Medical Office 4 Hospital 

stems Companies 

• Systems Integration 

• Proprietary patient 
administration & cost-containment | 
applications development 

• Cellular data network technolo 

• 600.000 physcian members 
10.000 hospital members 
50.000 hospital-based terminals 

• 600.000 PDAs 

• 800.000 additional POL software 
installations 

$5 00.000.000 
$1000 
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rriUCOMMUHICATIOHS I 



BUILDING 

A WIRELESS FUTURE 



It started with cellular phones. Now, new gadgets and networks are transforming communications 



t the dawn of the cellular-phone 
era a decade ago. American Tele- 
phone & Telegraph Co.'s market 
researchers predicted that, by the turn 
of the century, about 000.000 mobile 
phones would be in use in the U. S. Not 
even close. With the millennium still sev- 
en years away, that number has been 
exceeded— 12 times over. 

America's rapid embrace of cellular- 
repeated around the globe— has created, 
almost overnight, a $15 billion-plus in- 
dustry. Now, new technologies such as 
digital cellular and personal communica- 
tions networks (PCN's) hold the promise 
of explosive growth in wireless markets 
for the remainder of the decade and be- 
yond (table). And after first grossly un- 
derestimating the phenomenon, AT&T 
and other big players in communica- 
tions, computers, consumer electronics, 
and information services are pursuing 
the market with the fervor of converts. 

Over the next few years, companies 
ranging from AT&T and IBM to L. M. 
Ericsson and Matsushita Electrical In- 
dustrial will invest billions to create a 
new world of wireless communications. 

SPEED CHECK 

SYMBOL TECHNOLOGIES 



AT&T last year agreed to pay $3.8 billion 
to buy one-third of McCaw Cellular Com- 
munications Inc.. the leading cellular 
carrier. Sprint Corp., the No. 3 long-dis- 
tance carrier, paid $4.7 billion for Centel 
Corp.. mainly to get that company's cel- 
lular properties. Motorola Inc. is looking 
for partners to help fund Iridium, a $3.8 
billion satellite system that would allow 
wireless calls anywhere on earth. And 
two deep-pockets alliances— Ardis and 
Ram Mobile Data— are building national 
wireless data networks. 
quick fix. Meanwhile, more than 100 
companies* and groups— including cable- 
TV operators— have applied to the Feder- 
al Communications Commission to oper- 
ate PCN systems. A twist on cellular, PCN 
would use hundreds of micro-cell trans- 
mitters to blanket a calling area and pro- 
vide more than 20 times the capacity of 
conventional cellular. The pocket-size 
phones of PCNs will be 
cheaper than cellular 
phones and might serve 
as cordless phones indoors 
and mobile phones outdoors, 
PCN calling fees also are ex- 
pected to be lower than cellu- 
lar. Some investors and ana- 



lysts predict PCN could compete with the 
wired nets of local phone companies. In 
Eastern Europe and elsewhere, wireless 
is being used to modernize phone service 
quickly— avoiding the time and expense 
of stringing wires (box, page 60). 

There's also a scramble to create the 
hardware and information services to 
take advantage of the new invisible in- 
frastructure. Alone and in groups, gi- 
ants such as IBM and Motorola are de- 
signing wireless-phone and computer 
combinations. To build its Newton, a 
handheld "personal communicator" and 
organizer, Apple Computer Inc. has 
teamed up with Japan's Sharp Corp. The 
personal-computer maker is also collabo- 
rating with Germany's Siemens to tie 
office phone systems to Newton. A com- 
peting group, including AT&T, Matsu- 
shita, and Olivetti, is backing EO Inc.. 
another maker of personal communica- 
tors. Chipmaker Intel Corp. is working 
with Swedish phone-equipment maker 
Ericsson. In software. Apple spin-off 
General Magic Inc. has signed AT&T and 
others to back its Telescript program as 
the lingua franca of wireless networks. 

Driving this whirlwind activity is a vi- 
sion of "anytime, anywhere" communi- 



DIG1TAL PERSONAL 
COMMUNICATOR 

MOTOROLA 
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i ,r;nn< The premise is that wireless dig- 
wiworks. feeding information to 
Swerful handheld phonwompuwr-fax 
hybrids, will alter the way people live 
and work-redefining what's a work- 
place a store, or a library. Using a per- 
sonal communicator, you might trade 
stocks while sitting on a tram, order a 
* pair of gloves from an electronic L U 
Bean catalog while riding on a ski lift, or 
look up a legal precedent from a comput- 
erized law library while lolling in your 
backyard. "You'll have incredible power 
in vour pocket at a very low cost," says 
R obert M. K avner, an AT&T group execu- 
tive who iTTielpIng to lead the phone 
company's charge into the wireless age. 
sia change. As the surprising populari- 
ty of cellular shows, the shift to wireless 
is a more powerful force than anybody 
realized 10 years 
ago. Now, Kavner 
and other enthusi- 
asts say it may turn 
out to be a shift as pro- 
found as the move from 
gaslight to electric bulbs, 
trains to airplanes — or main- 
frames to PCs. 'The last 100 years ^ 
have been the wireline century/ 
says Thomas E. Wheeler, president of 
the Cellular Telecommunications Indus- 
try Assn. "We have just embarked 
upon the wireless century." 
That assumes, of course, that the 
! new networks fall into place smoothly. 



/J 



That's a big "if." First, it will co: . 
billions of dollars and take years 
upgrade today's analog cellular 
works to digital technology. And'..^ 
ington has yet to allocate the radio's 
trum needed for PCN systems. ' "V^.vOE 

Doling out spectrum space could 7 _ v 
done quickly through auctions, a mover* 
the Clinton Administration now backs:': 1 . 
Auctions would replace time-consuming* * 
competitive hearings or the lotteries that 
created windfalls for lucky winners in 
the early days of cellular. Opponents of 
auctions worry that big companies 
might buy up much of the spectrum at 
the expense of small ones, but support- 
ers say companies with promising tech- 
nology should be able to get the neces- 
sary funding to bid. 

Perhaps the biggest ques- 
tion mark is the health issue. 
Early this year, the cellular 
industry was rocked by re- 
ports suggesting that hand- 
held cellular phones might be 
linked to brain cancer. Evi- 
dence connecting radio emis- 
sions with any form of 

cancer remains inconclusive, but 
the scare has the cellular in- 




ARDIS TERMINAL 

MOTOROLA 

► TECHNICAL STAFF CAN 
KEEP IN TOUCH WITH 
HEADQUARTERS VIA 
THIS WIRELESS 
MESSAGE NETWORK 



NEWTON 

ATTU COMPUTER 

► THIS PERSONAL 
DIGITAL ASSISTANT 
EVENTUALLY WILL 
HANDLE WIRELESS 
FAXES AND E-MAIL 




IRIDIUM PHONE 

MOTOROLA 

A LOOK OUT. WORLD. 
THE IRIDIUM SATELLITE 
SYSTEM WOULD ALLOW 
CALLING ANYWHERE 
ON EARTH 




AT8J-EO 
COMMUNICATOR 

EO 

A LOOK MA, NO KEY- 
BOARD: A PHONE-FAX- 
COMPUTER HYBRID THAT 
READS HANOWRITING 
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"You'll have 
incredible power 
in your pocket at 
a very low cost" 
— a shift as big 
as from gaslight 
to electric bulbs 

ROBERT M.KAVNER 

AT&T group executive 



"dustry racing to prove that a world of 
£33 phones and laptop computers 
With wireless modems will be safe. If 
people are scared of having* radu> next 
L their ear. do you think .they 11 be wi£ 
ing to have a radio in their lap? asks 
one computer-industry executive. 

Another issue: People already over- 
wtaKrfby junk mail fax renzy and 
nonstop phone solicitauon are apt to ob- 
St to the intrusion of anytime-any- 
iThere communications ThereJ also the 
question of privacy. To send I calls to 
vour pocket phone. PCS systems will 
need toknow where you are^ \nd cellu 
lar callers already worry about eaves 
droDoers who use police scanners to pick 
Jp P E conversations. (Technologist 
sa'v S wont be possible wrth forth. 

ous market for these wireless wonders, 
he T^uuves and P"*-*"*^ 
were the first to take up cellular phones. 
Fre'd from the umbilical cords o f conv 
outer wires. executives can keep up 
?heir frenetic travel schedules and strtl 

distant computers wherever they are- 
SingpU"M-^°ut^ 

whiuSollar set. though. By bringing the 

service personnel and even production 
worked do their jobs. Repair people, for 
SSS. will have instant access to 

$8 Wl5INtS5w€tK.-»»MS <<x»3 



parts inventories. Back 
at headquarters, wire- 
less computer network- 
ing will make it a snap 
to move a PC from one 
office to another. 
Even low-tech equip- 

, m ent will go wireless. 

Tiny radios oJTboxcars. freight contain- 
ed truck trailers willhe lp shippers 
pinpoint deliveries of goods as I Aey 
make their way across countries or 
oceans Also, it may soon be econoimeal 
to install transmitters V^\l^»nv 
to relay information such as how many 
cans are needed of each beverage. 
"The bottom line: "There's a very c ear- 
cut productivity argument, says 
George M. C. Fisher, chairman of Motor- 
STE Pitney Bowes Inc for 

S th. wireless Ardis network, a joint 



m 
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venture of Motorola and IBM. Ongtnaily 
created for IBM's technicians, the setup 
not only tells workers what and where 
the next assignment is but also dives 
into a data base for such information as 
the date of the last repair and the name 
of the person to see. Before. Pitney 
Bowes reps phoned in and arrived with 
-whatever information they could scrib- 
ble on their hand or the back of a pad 
says Murray D. Martin, president of Pit- 
ney Bowes Copier Systems. 

Now. technicians arrive with all the 
necessary information. And if they need 
Hart from the repair depot, theycjn 
order it over the Ard* system and have 
it delivered. Miv.tin figures Ae system 
fas mproved productivity 12* to I* 
and raised customer satisfaction. But <t 
Seat a price: about S130 million, in- 
£f. computerized dispatch setup. 
S£ .n. &> far. only a few pioneers 
tove been willing to pay such high 
orices for the benefits of wireless. 
Among them are the two P«*»«^ 
cry giants. Federal Express Corp. built 
SX Private radio network and Unit- 
ed Parcel Service of America Inc recent- 
W onJnized a national network by «•» 
ins : together cellular-phone systems. But 
w cSto plunge, thousands of other bu«- 
i wil follow. Motorola, for exanv 
ote predicts that by 2000. as many as 20 
Suffu.S. workers will be walking 
around with wireless dau terminals. Mo- 
£rola estimates the market for such 
two-way wireless setups should hit $5 

billion then. . . . , 

Corporate America seems ready, in a 

survey of 3.500 top executives by De- 
survey oi ^ & TouchCi more 

than 90% said they ex- 
pected wireless commu- 
nications to boost pro- 
ductivity by the mid- 
1990s. At software 
maker Microsoft Corp.. 
Nathan Myhrvold. vice- 
president for advanced 
technology and busi- 
ness development, sees 

The change 
won't take place 
overnight. "It 
takes 10 years 
typically before 
a new product 
really takes off" 

GEORGE M. C. FISHER 

Motorola chairman 

INf ORMAllON MOCESSING 

THB 06021 



' the market tor wireless data devices 
• equaii'itf :he market for PCs— now about 
! ;;o million units a year. 
! Uefore this mass market materializes, 
j however, there are hurdles to clear— 
1 both in technology and marketing. The 
most important technical developments 
! cenier on the shift from analog to digital 
' cellular. By converting the human voice 
| to computer code, at least 10 times as 
j many calls can be sent over the same 
slice of radio spectrum. Right off the 
bat. that should relieve service problems 
in such cities as Los Angeles, where too 
many cellular subscribers are often try- 
ing to get onto the airwaves at once. 

Digital systems are already operating 
in parts of Europe, where a continent- 
wide common standard has been adopt- 
ed. But in the U.S.. a dispute over two 
proposed technologies has delayed the 
shift One, called time-division multiple 
access (TDMA), is ready and would boost 
capacity up to sixfold by slicing cellular 
voice channels into split-second time 
slots, then sending digitized calls in tiny 
bursts. But just when the cellular indus- 
try decided on TDMA, 
another system ap- 
peared. Called code-divi- 
sion multiple access 
(CDMA), it promises to 
expand capacity by a 
factor of 10 by breaking 
a call into digital "pack- 
ets," then assigning a 
computer code to each. 
The packets are inter- 
mingled with packets 
from other calls and un- 
scrambled at the receiv- 
ing end. But until the 
technology dispute is 
settled, the old-fash- 
ioned analog system 
may be the only nation- 
wide network. 

When the digital net- 
works are in place, how- 
ever, the speed and reli- 
ability of sending data 
should improve dramati- 
cally. Cellular operators 
have already endorsed a 
format called cellular 
digital packet data 
(CDPD) to Improve data 
communications over 
existing analog net- 
works. Based on an 
IBM-developed technol- 
ogy, it allows data to 
"hop" between channels 
that are not being used 
for voice traffic 

In the meantime, 
makers of phones, com- 
puters, and consumer- 
electronics products are 
working on designs for 



the gadgets we'll carry around in the 
wireless world. The most talked-about 
has been Apple's Newton. This calcula- 
tor-size device, due out by this summer, 
will combine the functions of a pocket 
organizer, such as a calendar and a to-do 
list, with communications features such 
as the ability to send and receive faxes. 
Because Newton has no keyboard, users 
will write on its screen with a special 
pen. Software will "read" the writing 
and act on instructions, Apple says. 
Newton also will capture handwritten 
notes to be sent as faxes. 
au in one* The gallons of ink spilled 
over Newton have raised some red flags 
about the move to wireless. 'There's 
more hype than there'll be revenue, at 
least in the next few years," cautions 
IBM wireless researcher Satis h Gupta. 
Competitors say that while Newton 
points to the possibilities of wireless, Ap- 
ple may have created unrealistic expec- 
tations — for itself and the emerging in- 
dustry. Not only has Apple yet to build a 
Newton, but when it does, the first ver- 
sion won't have most of the wireless 



BUILDING BLOCKS FOR 
THE WIRELESS WORLD 



Some- of the technologies 
being developed for o new 
era of communicofions 



DIGITAL CELLULAR By moving from today's analog system to new digital 
technology, cellular phone-system capacity will expand dramatically, and 
data communications via cellular will become easier 
PERSONAL COMMUNICATIONS NETWORKS, OR PCNs A system of 
cheap pocket phones using "mtcrocelt" radio transmission that eventually 
could replace wired phones, even In the home 

SATELLITE PHONES These systems, such as Motorola's proposed Iridium 
service, would ring the earth with low-orbif satellites to connect calls to 
any point on the globe 

CELLULAR DIGITAL PACKET DATA An enhancement planned for today's 
analog cellular phone systems to allow "packets" of data-electronic mail, 
for example-to "hop" between temporarily free voice channels 
PACKET RADIO These systems, such as Ardis frorn IBM and Motorola 
and Ram Mobile Data from BellSouth and Ram . ^ _ 
Broadcasting, allow two-way, data-only (vVv rn ^Ju??' 
communications to handheld devices m^^ ^??> 

PERSONAL COMMUNICATORS i ^ £ ^^ :: \^^^ Jj> 
The first models, such as those p£?^''&s^^ji Ja- ^ly 
from AT&T/EO and Apple . . '^ m^ ^^^^fW^ S 

Computer, appear this year. ^CV^. • /^^fe^9j&/^ v S^x" ^ 
Think of them as mobile C^^^lr *'^$vf ^*\\ ~ 

PCs of the wireless age ^ ^\L/-%" ^'^A M M 

WIRELESS COMPUTER f 

NETWORKS ^JUa*w V f I JrUP* 

linking PCs and other ^Sj55^ ] / S fj v-^ 

computers by radio wave ^/^T^ ( f "S^ 
eliminates miles of costly, "^^^ \C j£ . ^ 

confusing cables and ^jj^m^ 
makes it much easier 

to reconfigure systems C^^Z iX -^ ! ' . . 



data-communication capabilities that CEO 
John Scuiley has highlighted. "'I think 
the bar has been set too high bv the 
Sculleys of the world." says James C. 
Hobbs. a vice-president at BellSouth Mo- 
bile Data. Apple executives were un- 
available for comment. 

Even if you can't yet stuff all the 
necessary electronics into one handheld 
unit such as Newton, "the technology is 
all here,'* says Martin Levetin, executive 
vice-president at Ram Mobile Data, a 
service similar U> Ardis. The challenge, 
he adds, "is assembling the pieces and 
making commercial products out of it" 
For now, the solution is to carry two 
devices— one computer and one commu- 
nicator. That's how users of the Ram 
system operate. They carry a Hewlett- 
Packard Co. 95LX pocket-size PC at- 
tached to a radio device from Ericsson- 
GE Mobile Communications. The $995 
package allows executives to send and 
receive short text messages almost any- 
where. Soon, with help from Intel and 
other chipmakers that are shrinking the 
communications electronics, it will be 
possible to do this with 
one device, such as a 
notebook PC or personal 
communicator. 

Titus & Sons, a medi- 
cal-supplies distributor 
in City of Industry, 
Calif., is trying out one 
of the first personal 
communicators in pro- 
duction. Built by EO, the 
notebook-size machine 
stores product informa- 
tion and can send or re- 
ceive wireless faxes. It 
also doubles as a cellu- 
lar phone. The device 
"is essentially the office 
we don't have in the 
field," says Don Dur- 
ben, a Titus salesman. 

Investors in new 
wireless networks and 
hardware figure that 
millions of executives 
and workers will even- 
tually want such mobil- 
ity. But it won't happen 
overnight "It takes 10 
years typically before a 
new product really 
takes off," says Motoro- 
la's Fisher. In addition 
to technical issues, 
there is price. The EO 
personal communicator 
with the cellular-com- 
munications option, for 
instance, costs about 
$2,800. Apple says New- 
ton will be priced some- 
what under $1,000. Ex- 
perts say 



mass 
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market won't ™tenalize 
nrires drop below $o00. 
P Even then, the demand will depend a 
mat deal on the types of wireless ser- 
ies available. Information providers 
S as Mead Corp. say they want to 
send their computerized data, such as 
newspaper and magazine stones, over 
S? c agaves. But none has yet an- 
nounced a concrete plan. In the process 
Maunching wireless services, there 
will be a lot of players who will lose 
money." predicts Dennis Patrick the 
Ser FCC chairman who heads Time 
Warner Inc.'s wireless efforts. 

X5 costs, high risks, and the need 
U, set standards are already pushing 
wireless pioneers into complex alliances. 
"We're partnering with some of our fu- 
ture competitors in order to make this 
worid happen." says AT4T"s Kavner 
who has managed the phone company s 
partnerships with EO and General Magic. 
Among backers of either or both are 
such potential AT&T rivals as Matsushita. 
Motorola, and Sony. .... 

One big motivation behind such 
strange-bedfellows relationships is the 
feaVof getting stuck with a Betamax 
product fr service in a new v H s world 
$£out cooperation, it ( "w,ll stunt the 
growth of the industry," «ys Frank T\ 
Wapole. chief executive of Ardis. Coop- 
TraSon may also be critical in getting 
federal regulators to dole out the needed 
airsoace for wireless services. 
summits' mil Even as they team up, 
however, the major players in computers 
and communications are jockeying to be- 
come the big wheels in the jrwh- 
worid. too. Motorola is perhaps the best 
positioned, since it's among ^largest 
makers of cellular-transmjss.on ^ equip- 
ment cellular phones, and pagers, it 
also owm pieces of wireless networks in 
Se K and abroad. And it's working 
on personal communicators. 

Motorola has ATAT to contend with 
though. The phone giant » 
McCaw's cellular service using the pow 
erful AT&T brand. And ATAT has bigger 
ptan.Au McCaw. "It's not just ceJuUr 
we're interested in, it's all of wwlw, 
savs Victor A. Pelson, an ATAT group 
executive who heads its communications 
services business. That's why the compa- 
ny plans to test PCN systems over its old 
mVrowave longdistance towers, which 
have been little used since the move to 
optical fiber. ATAfs stated goal is to be 
£• leading provider of "anytime, any- 
where" communications. . 

And Apple isn't the only computer gi- 
ant Oat S aiming for the wireless world. 
Although wounded by its recent finan- 
cial Rubles and executive-suite tiirmod. 
IBM is making substantial eommibnntt 
to wireless. In addition to its half-inter- 



est in Ardis. it has a prototype personal 
communicator and is developing wireless 
PC networks. In addition. IBM is expected 
to take a stake in In-Flight Phone Corp.. 
the Oak Brook Terrace (III.) developer of 
a digital air-to-ground phone system 
founded by wireless pioneer John D. 

^So'the race to make a wireless world 
has begun. The biggest players in the 



computer, communications, and informa- 
tion industries anticipate a new stage in 
technology, which, as the microprocessor 
did in the 1980s, will create vast new 
markets and new fortunes. They see em- 
pires in the air. 

By Bart Zieglcr in New York, until .War*: 
Uwyn in Wasliington, Robert D. Hof in 
Son Francisco. Lois Thcrrien in Chicago, 
and bureau reports 



FOR WIRGIMG COUHTRIIS, 
CELLULAR IS NO LUXURY 



Two years ago, the Hungarian vil- 
lage of Uri, 25 miles south of Bu- 
dapest, was in trouble. Most of 
its 2.700 residents were thrown out of 
work when the truck-parts factory 
went bankrupt Their best hope: Joxsef 
Nagy's electrical-fixture factory. But 
the town had only one phone-a hand- 
cranked model-so Nagy had to spend 
seven days a week drmng wound I tak- 
ing orders. After paying $p00 for a 
cellular phone, however, orders started 




coming to him. Today, he runs a 400- 
employee, $2.5 million busing, mosOy 
from his red Honda Accord. Back in 
the office, he has four more mobje 
phones. "Without U»e Phones. Nagy 
says, "we'd all be dead ducks. 

Mobile phones have become a basic 
survival tool for emerging nations. 
From Indonesia to Pataston to the for- 
mer Soviet bloc, cellular is q u ickly ere- 
Sg modern phone W^PgJf 
old wired systems could take decades. 

This summer, after four years and a 
modest $85 million mvestment, Hunga 
ry£ Westel Radiotelefon will finish its 
7aLwidenetwortTl»ejomt^nti« 

subscribers. For one-third of them, the 
mobile phone is their on y one. 

Nobody expected Westel to take off 
so quickly, '^^kno-temj 
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Suear. But it is rapidly becoming part 
of the fabric of daily life. Near Mis- 
kolc, in northeastern Hungary, dairy 
men use Westel phones to drum up 
business for once-dying farms. In the 
rural district of Kunadacs, Dr. Kalman 
Farkas dispatches ambulances from 
his car phone: His region of 140 square 
miles has only 30 wired phones, were 

saving lives," he says. 
oo-«0 icomomt. Westel has been an 
unexpected boon for U.S. West which 
owns 49% of the venture. At 1,000 a 
month, customers are Bi ^™* u P££? 
as fast as expected and are talking 
more than 6 hours a month, or three 
times the Western average for cellular 
callers. In 1992, Westel more than dou- 
bled its revenue, to $60 million, and 
broke even in 1991-*™ years ahead 
of schedule. Steven E. Andrews, head 
of U. S. West's non-U. S. wireless oper- 
ations figures his $10 million invest- 
menT'coulo^return 20* to 30% pretax 
over 10 years, up to twice what it 
earns at home. . 

Encouraged by results in Hungary, 
Andrews has aggressively pursued 
Star franchises. U.S. West now has 
deals in the Czech and Slovak republics 
and in Moscow. St. Petersburg, and 11 
other Russian cities, making it the big- 
gest cellular player in Eastern Europe. 
New opportunities include a chance tt 
run oni of two new digital cellular neU 
in Hungary. U.S. West is also likely tt 
be a bidder when the government sells 
off about 30% of HTC next year. 

For ordinary Hungarians, who ean 
$250 a month, $2,000 for a handset an. 
$1,000 in hookup fees put cellula 
phones out of reach. But for entrepr* 
neurs in Hungary's go^o economy, n 
price is too high. Like Nagy. *r« 
Quarters of subscribers use the phone 
to run businesses, and 14% say the 
would go bankrupt without them. W 
were hungry," he says, "for somethin 
we never knew we were missing. 
By Jonathan B. Levine in Budape 
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ARDIS 



300 Kmjnensge 'si»e» 

MFWS RELEASE *»m. isx*? 



Contact: 



Dean Davison 
Dianne Weaver 
Barkley & Evergreen 
(913) 432-2600 



UNCOLNSHIRE. Illinois - Today. ARCS is increase .he productivity o, thousands o. 

m obile wooers by bringing them regime in.orma.ion solutions through the power o« 

w^less data communications. As .he preeminent wireless data networK in .he world. 

ARD ,S has set the standard tor providin S mobile protessionais w«h immediate access to 

the information they need wherever they are. 

The brie, history o. ARDIS signals the tremendous growth o. one o. the hoaes. 
rnarKets o. the ,990s. Formed as a join, venture between industry giants IBM and 
Motorola in Aph, .990. ARDIS .ooK over commercial operations o. networKs which had 
be en deployed by the two companies and in product use since 1 984. Today. ARDIS 
has more .han 60 cus.omers and 30.000 users on .he ne^rK and * adding hundreds 
ev e,y month. ARDIS serves the top 400 metropolian areas and provides wireless 



Islands. 



, k ufl « ano wireless data communications only existed as an 
■Just a few short years ago. wireiess uoia 

r- u -Now we Dredict that there will be millions 

idea." said ARDIS President Frank Wapole. Now we preu 

of users by the end of the decade." 

-more- APoffiwnhipono>A<WNWoio 
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Tne W,e.ess exp.os.on exp , osive growth o. tne 

check »- - ~ S3.es P— - ^ ^ fesearch ^ 

cm Be an o. Artnur 0. L,«.e. U*. rov , moreth an.en.o,dov,r, h e 
, Miuives <ha. tnobU. data appl.cat.ons w... gro 
consulting l.«n.oe..eve hundred thousand users. 

ne „ M ^ -o, a curren, Pase - ^ ^ ^ „ te , 

According to Wapo.e. *. *-» - ^ ^ ^ ^ ,u,ure. 

. Th ee«o„n 9 ,^-ot, h e.ec,no,o 9 v- ^ ^ . vasl atray ol 

He Bu ,ness proP,-: Wapo.e sa,d. 

ap p,,ca,ions .or wreiess." ^ ^ ^ ^ ^ comm un,ca.ions. 

in a move to 

Mo ,oro,a announced , — ^ — - - — 

AB O.Sne^ -^"^"t.ternat.ves.or.Hecustorne, Te,on,BM. 

• AB01 ,compa,,e ^^:° syslems hay . announced « P- » — 
Mo .oro.a. Fujitsu. Itron and AT& 

taH ARD1S communications cap«" 
products «ith integrated ARD.o 



- more - 
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.pnit j/BACKGROUNDER 
Page 3 

Customers 

ARDIS has played a leading role in bringing me power ol wireless technology to 
innovative, industry-leading companies. Duhng its first year, the company built an 
impressive list o. 35 customers and signed multi-million dollar customer contracts with 
Otis Elevator. Prtney Bowes and NCR Corporation. Today, its customer base spans a 
variety ot industries including Held service. Md sates, transportation, public safety. 
commun.ca.ions and insurance, serving customers such as United Parcel Service. AVIS. 
Household Finance. AT&T. New York Department ot Transportation, and Maersk. 

AVIS Rent-a-Car. uses ARDIS to expedite the rental process tor customers. AVIS 
dnvers use an on-board computer to key in the customer's Wizard number, and in less 
than the time it takes to drive to the lot. the computer tells the driver the color, make and 
model ol the customer's car. as well as its lot location. 

•ARDIS made it possible lor us to dramatically increase customer service. Now 
more of our customers spend less time a, the airport." said Robert Salerno, senior vice 
president/general manager for AVIS. 

The ARDIS network 

As the first nationwide wireless data network. ARDIS has in place a sophisticated 
network structure that aliows mobile workers to access powerful applications via portable 
' computers wherever .hey are located. Available 24 hours a day. seven days a week in 
more than 400 U.S. metropolitan areas, the ARDIS network provides on-stree, and in- 
building coverage through its more than 1.250 base stations. Its primary network 



more 
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ARniS/BACKGROUNDER 
Page 4 

operation facility is located in Lexington. Kentucky with two additional hubs located in 

Chicago arid Los Angeles. 

To increase the network's capacity and speed. ARDIS is implementing the first 
phase of a $150 million network enhancement which will deploy Motorola's 19.2 Kbps 
protocol system. The expansion, initially directed to the top 30 metropolitan areas, will 
support automatic roaming, allowing users to maintain instant communications with peers 
or their company information systems as they travel from city to city. 

"If we re going to maintain our leadership status as the world's largest and most 
advanced wireless data network, we must anticipate and meet current and future 
demand." Wapole said. "This expansion is driven by that commitment." 

Strategic Business Partners 

ARDIS has formed partnerships with leading software and application developers 
,o provide turn-key solutions for companies looking for ways to increase the productivity 
of their mobile workforce. By offering ARDIS-compatible applications, the partnerships 
leap-frog the time-intensive and expensive application development process allowing 
customers to realize the benefits of wireless data communications immediately. 

ARDIS has named several software application developers as Value Added 
Marketers (VAM), a business partnership arrangement covering a cross-section of 
'industries including field service, field sales, insurance, transportation and public safety. 
Service Systems International. Ltd.. Business partner Solutions Inc.. AST/The DATA 
Group. Carrier Logistics. Synergistic Systems. Carrier Logistics, and ADP Automotive 
Claims Services are companies that have formed alliances with ARDIS. 



- more 
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AB01 S va.ue-edded of provefl ^ communications e,pens. — 
Formed with a core team P ^ 
„„ mars wM , a depth ol support serves. ARDIS prov,o 
provid .s .customer, w ^ ^ ^ menta(ion ^ ces l0 

field technical support, system a y 
ensure the right solution is put into place. 



The future 



AU " • « more than 40 million messages each month to and 

T ^' ABD,SiS r clinch to, heirless. *~ 

trom M personnel P— ^ ,,,,, ^ while in route. AHD.S 

- abd,s : zzzl* — - - - - -~ 

a.ena.eres^ntialsecun,^ ^ ^ 

communicate with tam,ly. mends and 

,,anSaC,i0nS ' , ca ,io ra ar.pc«it.. U sin B ,h.AR 0 .Sne M orK. Ks no. an issue 

### 

' AR01S is a revered serviceman otARO-S Company. 
H-27-2/ny 
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Physicians' Prescribing Network 



Pfrvcirians Proceribin? Network (PPN'j is an online interactive prescription 
drug ordering svstem linking physicians with pharmacist* and mail-order 
suppliers via an" industry-supported EDI network. PPN provides patients and 
prescription-drug-benefit plan sponsors the ability to minimize out-rrtient 
prescription costs by providing physicians with point-of-need information 
resources. PPN is "designed to complement existing distribution and claims 
processing networks by linking them directly to the physician. 



The convergence of escalating health care costs and the advance of information technology has 
paved the "way for the formation of PPN. While there are a few companies that currently 
orovide pharmaceutical benefit programs for plan sponsors, none have identified a cost 
effective means of linking the out-patient physician with their well-developed coet-contairuoent 
and utilization information systems. PPN has developed a cost-efTective means to create the 
required link to the physician. 

By creating an industry-wide network, PPN will link physicians, on a wireless basis, directly 
into all pharmaceutical' benefits programs. This linkage will create the tools to empower the 
phvsician to increase the quality and lower the cost of prescription drugs in the $40 billion out- 
patient prescription drug market. These tools include an online formulary, online prospective 
drug utilization review, electronic transmission of prescriptions to pharmacists, and online 
access to other information and services. 

PPN will provide physicians with the necessary hardware, while the pharmaceutical benefits 
programs will pav PPN a transaction fee for each prescription. While certain pharmaceutical 
drug programs mav consider creating their own proprietary network. PPN does not believe that 
a phvsician will use multiple svstems and multiple input devices with multiple interfaces. 
Instead successful implementation will require a single universal method to provide drug 
benefit program information to physicians during the normal prescription writing process. 
This industry-wide approach is designed to help physicians accept this new technology into their 
mobile work environment and to avoid the failures that other proprietary network efforts have 
experienced. 

PPN is being organized by p^rin*™' Online. Inc. (POL), a personalized online medical 
information and communications service dedicated to empowering physicians with the tools 
essential to advance the quality and control the cost of health care through informed decision- 
making. Physicians' Online projects at least 20,000 physician members will be using its 
online reference, diagnosis, and treatment services by the beginning of 1994. P*V»aaM 
Prescribing Network will begin operations in 1994 with a potential membership ot over 450,000 
physicians, see Appendix) 

PPN is currentlv in discussion with every m^jor pharmaceutical benefits company and several 
large physician "groups regarding this effort. In addition, PPN is commissioning a health 
policv consulting group in Washington to study the impact of this effort. 



K-PV PPATURES OF PHYSICIANS ' PRESCRIBING NETWORK 

1 PPN i« designed bv phvsieians for physician use. Member physicians can utilize 
the Network regardless of which plan sponsor or patient is involved. 

* PPN is open" to all plan sponsors, physicians, retail pharmacists, and «w]-ord«r 
" suppliers. However, since physicians will not use a system that does not include ail 
plan sponsors, industry-wide participation is required. 

3 Smart Scripts enables phvsicians to maximize patient and plan sponsor cost 
SraSS toJfitt b? providing the relevant information during the tarn of 
prescription writing. 

4. Formularies are continuously updated. 

3 PPV lower* transaction costs by eliminating paperwork, waiting time, and 
°" ^voidinrmiscommunication between pharmacists and physicians. 

6. PPN security eliminates unauthorized prescriptions. 

7 PPN orovides prescription drug benefits providers, retail pharmacists and mail 
order ^ptSrt^ff Si ability to offer new products/services. 

3. PPN utilizes wireless digital radio technology to assist mobile physicians. 

9. PPN is hardware independent allowing for maximum access and changing 
technologies. 

10 The initial hardware expense necessary -to establish PPN will be minimized by 

' spreading it across a broad industry alliance. 
U. PPN is designed to integrate with claims processing information requirements. 
12. PPN is designed to access patient record information. 

AMAf.cn TARE OF PPP^r.ftlPTION DRUG BENEFITS 

With the publics concern **!^^"^ SwaS^SS 
efforts are underway to lower *uch ^ 09 « ^"-"^ f^oroirrams that have focused primarily 

superior information management, 
in .he of ph.m.c.vric.1 drug *^°E25?2^ 
pharmaceutical benefit, the employer can better track costs, contro unuz* po . 
20% of employers currently carve out pharmaceutical benefit*. 
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INFORMATION T ECHNOLOGY AND PHYSICIAN USE 

i_ ■ «i. rt ffictinnalR the current information technology resident on the 

„-!r interface* and the ability to communicate through wireless devices, the physician can Be 
SSHl?^^ .-stems that encourage utilization f^f^^^S^ 
, , .«^««r ppv u.-iii rfrlv on a new class of electronic devices Known as 



over wireless networks. 



ppVfttfMANS 1 pBP<fiRlBING "C™/QP-* SERVICES 

at. p«™„i,rv With the cooperation of the leading companies that manage 
A n)inP Formillarv . Wl » ™«°°J* ppv M ^ th physician with the various formularies 
prescription drug benefit Programs £ whto he ip 6 the phvsidan identify 

fhrough an el* «ronic prescnptio^ PP^s proprietary 

integration into the prescription writing process. 
No matter which plan a patient * 



MD 



PPN 



Rx Benefits Co 



Pharmacist 



2. 



3. 



therapy ai<d avoid drue infraction and allergy problam. 

n r firnnirTnr , ^!^ ^^ ^ mall . 

2ffES£iZ£ftt*2tt^ *„ .iUata papar -d p.d«n, M 

at the pharmacy. 

S^cS n iSuS. M*SS SSIdo h n.p g atient ejl^.^gJ!^- > at " nt 
"lotions, sample ordering B refill alerts, and step therapy alternates. 
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PHARMACEUTICAL BENEFITS PROGRAMS 



Pharmaceutical Benefits Programs are managed by a handful of companies which have 
invested hundreds of million's of dollars in information systems to provide Formulary and 
Drug Utilization Renew capabilities for both large employers, HMOs and other plan sponsors. 
In fact, while HMOs may have ample purchasing power to pursue this business for themselves, 
millions of lives are necessary to recoup the cost of these investments. For example. FHP. one 
of California's largest and oldest HMOs, just entered into an agreement with one of the 
following companies to buy * rather than make" its pharmaceutical benefits program. These 
companies include 



Parpmark . formerly a division of Baxter, is $1.5 billion supplier of integrated services 
including drug benefits, home infusion, and physician services. The company's 
integrated drug benefit programs serve more than 8.0 million people. 

Diversified FharmareiitiV al Services fTTnited HeflHhrare). a Subsidiary of a national 
HMO. offers pharmacy networks and claims processing products that use group 
purchasing power and utilization control techniques to contain health care costs. United 
provides managed pharmaceutical care to approximately 7.6 million people in this 
subsidiary, which is one of the fastest growing segments of its business and now 
comprises about 15% of profits. Diversified's primary market is other HMOs. 

T.xprp** Scripts is one of the nation's few fully integrated pharmacy benefit managers, 
servicing plan sponsors through a preferred network of retailers and an in-house mail- 
order facility. Founded by NY Life in 1986 primarily to manage its drug benefit for its 
650,000 Sanus vHMO) subscribers, Express Scripts has branched out to nonrelated 
customers and now serves over 3 million people. Group purchasing, formulary 
compliance, and substantive drug utilization review contribute to savings of 25-35<* on 
plan-sponsor pharmacy costs. Express has recently entered into a five year exclusive 
agreement with FHP." a California HMO. 

Containment .Services is a leader in the pharmacy management business, 
serving 33 million people through integrated retail and mail-order pharmacies. Medco 
has integrated formularies, which allow its national customer base to benefit from 
exclusive, discount contracts with manufacturers for "preferred"' cost-effective drugs, 
and aggressive drug utilization reviews. Medco is actually changing physician 
prescribing patterns through education. With this trend and the loss of the pricing pedal 
in the U.S. market, drug companies are rapidly recognizing Medco s ability to drive 
market share through active education of physicians of cost-effective alternative 
therapies. In response, they are entering into market-share-driven exclusive rebate 
contracts with Medco. In addition, Medco has added other special services such as 
employee assistance programs, mental health management and institutional pharmacy 
to serve nursing homes and prisons. 

PCS Health Systems .Meissen) is the nations largest processor of prescription claims, 
amounting to almost 25<* of the out-patient drug market. While PCS's core business has 
been to supplv traditional indemnity plans, the market is moving to managed care 
programs. PCS just recently acquired Clinical Pharmaceuticals. Inc. and its Clinical 
Pharmacv Advantage which provide integrated managed prescription benefits 
programs. In addition. PCS has been selected by the National Electronic Information 
Corporation to streamline the system and electronically process claims for this group of 
insurance companies. This puts PCS in the, center of the development of important 
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-tandard* for the development of the electronic patient record. McKesson Dru^ Co. .s the 
iSSuiSt Sstributer of Pharmaceuticals and other health care products. 
MclSsson Tad more than $10 billion of total corporate revenues tor 1992. 

ValueHealrh i< tV leading independent provider of managed care pharmaceutical 
market segment. 




* ) Much 



of this information was obtained from Alex. Brown & Sons publications. 



• - : ' = \ ■ c. *V- ! • !- 



T HB 06041 



PHYSICIANS' PRESCRIBING NETWORK 

* Organizational Planning 



Item 

Organize Physicians 
Organize Technology 



• Prototype 

• System Design 



Study Cost Benefits 



Organize Plan Sponsors 

. Collect Formulary Data 



Review State Pharmacy Laws and 
Work with Boards/ Lawyers 



Develop Smart Script Software 

♦ Feature Design . 

• integration of Patient Refcord 
& Claims Processing 



Regional Pilot Test Program 



Participant! 

P.O.L 

Physician Groups 



P.O.L. 

General Magic 
Motorola/ARDIS 

Apple 
ARDIS 

Bus. Partner Solutions 



Lewin or other 



McKesson, Medco. 
Caremark, Divrsfd, 
Express. Value, etc. 



LeBeouf, Lamb 



P.O.L. 

Medical Societies 
Genl. Magic Ret. 
NEIC 



Lenox Hill Hospital 
Others TBO 



pates P«g Funding 

Current NA 



^ ^ -r*n ot MD Motorola/ Apple 
Hardware Devices to Top 5% or mu |nvestor3 



Prescribes 

Hardware Devices To Remaining 
MD's 



Current 

June 7 

Current 
Current 

Current 
Current 



Capital Markets 



Fall '93 



1CT94 



2Q 94 



NA 



NA 
TBD 



TBD 

NA 

TBD 
TBD 



TBD 



TBD 



TBD 
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